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CONDITION OF SMALL BUSINESS AND 
COMMERCIAL REAL ESTATE LENDING 
IN LOCAL MARKETS 


Friday, February 26, 2010 

U.S. House of Representatives, 

Committee on Financial Services, 

AND Committee on Small Business, 

Washington, D.C. 

The committees met, pursuant to notice, at 9:01 a.m., in room 
2128, Rayburn House Office Building, Hon. Barney Frank [chair- 
man of the Committee on Financial Services] presiding. 

Members present from the Committee on Financial Services: 
Chairman Frank, and Representatives Kanjorski, Waters, Gutier- 
rez, Velazquez, Watt, Sherman, Meeks, Moore of Kansas, Baca, 
Miller of North Carolina, Scott, Green, Cleaver, Bean, Klein, Perl- 
mutter, Donnelly, Foster, Carson, Minnick, Adler, Driehaus, Kos- 
mas, Himes, Peters, Maffei; Bachus, Royce, Manzullo, Biggert, 
Hensarling, Garrett, Neugebauer, McCotter, Posey, Jenkins, Lee, 
Paulsen, and Lance. 

Members present from the Committee on Small Business: Chair- 
woman Velazquez, and Representatives Dahlkemper, Schrader, 
Nye, Clarke, Halvorson; Graves, Bartlett, Luetkemeyer, and Coff- 
man. 

The Chairman. This hearing will come to order. This is a joint 
hearing of the Committee on Financial Services and the Committee 
on Small Business. It is an unusual hearing because we are dealing 
with a subject of unusual importance. As we look at our economy 
today, no subject is more important and very few are as important 
as promoting the flow of lending to businesses, particularly small 
businesses. It is an essential element in unsticking the job situa- 
tion. We are going to move fairly quickly. Let me just outline the 
rules here. First of all, we have three panels. And unusually by 
standards of the Congress, the regulator panel representing the 
public officials will not be testifying first; they are on the second 
panel. We didn’t want them to state their case and then leave. We 
wanted people who have questions that we need them to address 
to speak first and then others who will speak after. 

So we have borrowers first, then regulators, and then the lend- 
ers. Because there are a large number of members and it is a tough 
day, we had originally planned to have this hearing on February 
11th. The Chair of the Small Business Committee correctly argued 
for having it on a day when there would be no time pressures on 
the members. We would be here all day. Unfortunately, we got 

( 1 ) 
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snowed out. And given the calendars and coordinating two commit- 
tees, this is the best we can do. 

So we are going to move. We have agreed that there will be 2 
hours for each panel and we will keep the opening statements very, 
very short. You have just heard mine. And with that, I will now 
call on the gentleman from Missouri, who is the ranking member 
of the Small Business Committee, and then go to Ms. Velazquez, 
and then Mr. Bachus when he gets here, if that is okay. So we will 
do Democrat, Republican, Democrat, Republican. We will go to the 
gentleman from Missouri, and then we will go to the gentleman 
from New York. 

Mr. Graves. Thank you, Mr. Chairman. I would like to thank 
you and Chairwoman Velazquez for holding this important hearing 
on the ability of small businesses to obtain needed capital through 
the commercial and Small Business Administration lending mar- 
kets. Given the continued economic difficulties, America will be re- 
lying on the innovation, agility, and resourcefulness of this coun- 
try’s entrepreneurs to produce goods and services that are going to 
create jobs and lead to long-term stable economic growth. To ac- 
complish that goal, America’s small business owners need capital, 
whether it is to purchase inventory, fund the purchase of land and 
buildings or obtain the latest manufacturing equipment. While an 
Army might march on its stomach, the American economy is going 
to march on capital. There is no doubt that the current environ- 
ment for raising capital is difficult even for the largest businesses 
with AAA credit ratings when they have to compete against the vo- 
racious appetite of the most creditworthy borrower in the world 
and that is the United States Government. 

So I can imagine how difficult it is for small businesses to find 
capital. The Committee on Small Business has held a number of 
hearings in which entrepreneurs testified about their inability to 
obtain needed debt capital. Some talked about longstanding credit 
lines with banks that were reduced or even severed completely 
with no explanation. Others mentioned that they simply couldn’t 
find any capital at all. 

At those same hearings, bankers testified that they had credit 
available and were willing to lend. They may have been willing to 
lend, but apparently they were so concerned about the regulators, 
that they are still keeping their capital. In these situations, the 
SBA programs are supposed to kick in and help small businesses 
obtain needed capital. However, even SBA capital access programs 
have shown significantly reduced lending activity. 

Further evidence to inject capital into the credit markets is going 
to increase the debt ceiling and Federal borrowing just as we have 
already seen. So making capital available will be of little use if the 
cost of such capital is so high that prudent small business owners 
will not take the risk. I am very interested in hearing from all the 
witnesses today about their ideas for making affordable capital 
available to America’s entrepreneurs. In addition, I would like to 
hear what regulatory actions are needed that will allow greater 
capital to small businesses without unduly raising the risks that 
created the current situation. Again, I would like to thank you and 
Chairwoman Velazquez for having this hearing. 
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The Chairman. Now, we will hear from the gentlewoman from 
New York, the Chair of the Small Business Committee, who more 
than anybody else is the motivating force behind our efforts to deal 
with this bubble. 

Chairwoman Velazquez. Thank you. And thank you, Mr. Frank, 
for agreeing to hold this joint hearing. Earlier this week, the FDIC 
reported that last year saw the largest annual decline in lending 
since the 1940’s. Since that crisis hit. Congress and the Adminis- 
tration have taken a series of steps aimed at restarting the small 
business credit market: the TARP program was passed to shore up 
banks; TALF was implemented to clear out the secondary market 
for small business lending; and the Recovery Act raised the guar- 
antee and cut fees for SBA-backed loans. While these steps have 
helped to spur the rebound, the flow of credit is nowhere near 
where we need it to be. A recent Federal Reserve survey found that 
10.8 percent of banks have cut small business credit lines over the 
last quarter and SBA-backed lending is still down 30 percent from 
2007. Part of the reason that firms continue to struggle to find 
credit has been that most efforts today focus on getting banks to 
lend. If we are truly going to open up financing options for small 
businesses, we need a more balanced approach. That does not 
mean doing more for financial institutions and expecting the bene- 
fits to trickle through to small firms. 

Taking $30 billion and simply handing it to banks in the hopes 
that they will make loans is not sound policy. And allowing lenders 
to make fewer loans that are bigger is an equally questionable 
strategy. Until entrepreneurs can go out and find affordable 
sources of financing, we are not going to see the type of job growth 
our economy needs. Small businesses are our best job creators, pro- 
ducing 60 percent of new jobs. During economic recoveries, this job- 
creating potential is even more important. Following the recession 
of the early 1990’s, small businesses created 3.8 million jobs. That 
outpaced big business job growth by half-a-million jobs. In today’s 
economy, access to capital is nothing less than the opportunity to 
create jobs and put Americans back to work. For these reasons, as 
we pursue policies to get credit flowing again, we must get it right. 

Our very economic recovery depends on it. It is my hope that to- 
day’s hearing will take a hard look at proposals that have been 
floated and help us make wise decisions as we move forward. 
Thank you, Mr. Frank. 

The Chairman. I thank the chairwoman. And I would urge the 
Administration — let me just say the jurisdiction over what the Ad- 
ministration is proposing is shared. Some of it goes to the Small 
Business Committee, and some to the Financial Services Com- 
mittee. But is my view that it has to be done together. So I urge 
the Administration to work closely with the Chair of the Small 
Business Committee in the interest of our being able to get a pack- 
age together that can go forward. Now, the ranking member of the 
Financial Services Committee, the gentleman from Alabama. 

Mr. Bachus. Mr. Chairman, I don’t have a statement. 

The Chairman. We will then begin with the panel. And I will ask 
the gentleman from Idaho to introduce our first witness. 

Mr. Minnick. It is my pleasure to introduce one of the largest 
and most efficient of the real estate developers of residential real 
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estate in Idaho, Mr. David Turnbull, who is going to talk about the 
difficulties of obtaining financing in the current market. Mr. 
Turnbull? 

The Chairman. Please begin, Mr. Turnbull. 

STATEMENT OF DAVID W. TURNBULL, BRIGHTON 
CORPORATION, BOISE, IDAHO 

Mr. Turnbull. Thank you. Chairman Frank, Chairwoman 
Velazquez, and members of the committees. I appreciate the invita- 
tion and the opportunity to testify before you today. I am the presi- 
dent and owner of a diversified real estate development firm 
headquartered in Boise, Idaho. In addition to our activities in 
Idaho, we have projects in Wisconsin, Minnesota, Colorado, and 
Utah. Our real estate development activities span both residential 
and commercial real estate development, which makes us a little 
bit unique. Given the nature of our business, I have been a ground 
zero witness to a series of economic events that have brought the 
economy of the United States and the world to its knees. I watched 
the formation of a residential real estate bubble that was inflated 
by cheap credit, loose and sometimes fraudulent underwriting prac- 
tices, and certainly inadequate regulation. Much of it was not sup- 
ported by underlying economic fundamentals and the correction 
was inevitable. What was avoidable, however, was the depth of the 
correction and the associated collateral damage. I watched as 
prominent government officials and economists opined that the res- 
idential real estate calamity was contained and would not spill over 
into the general economy. I shook my head and wondered. 

Everything I saw around me was deeply impacted by the housing 
market. Housing starts in our market have fallen 80 to 85 percent. 
It is not a recession for us. This is a depression. Unlike housing, 
we did not witness the formation of a bubble in the commercial real 
estate markets. The first office lease I did in 1990 was at a rate 
of $13.50 a square foot; 18 years later, at the peak of the market, 
we were doing office leases in superior buildings for $18.50 a 
square foot at the compounded annual increase of just 1.77 percent. 
Those are not the kind of numbers that suggest a bubble in the 
commercial real estate market, at least in our markets. As another 
example, I sold an office building in 2002 for $2.7 million. The re- 
placement cost on that building, even in today’s depressed con- 
struction markets, would be $2.2 million. That same building went 
into foreclosure last month and failed to sell at a credit auction, a 
foreclosure auction for $1 million, the minimum creditors bid. 

That is indicative of what can happen in our commercial real es- 
tate markets when it becomes an all-cash market where credit isn’t 
available. The values can fall to below replacement cost by 30 to 
50 percent. Those are not fundamental business issues. 
Securitization, in my view, is the most critical component of the 
secondary or term loan market. It provides for the democratization 
of credit. Properly structured securitization should reduce risk and 
thus provide credit at the most reasonable costs possible. While the 
TALE program has been effective for reconstituting the AVS mar- 
ket for credit card, auto, and other consumer loans, in my view it 
is ill-suited and ill-structured to resurrect the secondary credit 
markets for commercial retail. 
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The TALF requirements are so complex that it is realistically 
available only to the most sophisticated and elite borrowers. A re- 
constituted commercial mortgage-backed securities market must 
have at least four characteristics that were not required under the 
now defunct system: One, bond issuers, those that are responsible 
for underwriting and issuing the debt, must retain a significant 
level of risk to ensure proper underwriting procedures; two, rating 
agencies must be accountable for the ratings they issue and they 
should be compensated by the purchaser, not the issuer of the secu- 
rities; three, servicers must be authorized and given the tools to ef- 
fectively deal with troubled assets within the security pool; and 
four, initially. Federal guarantees will be required to stimulate the 
formation of a functional CNBS market. 

Those guarantees can be phased out over time as the private sec- 
tor gains confidence in the system, the system that was destroyed 
recently, and replaces the need for Federal participation. I would 
like you to consider this. Without the existence of Fannie Mae, 
Freddie Mac, and the FHA, we wouldn’t have a housing market 
today and we wouldn’t be in a full blown depression. The only 
equivalent we have today for these conduits in the commercial real 
estate market is TALF, which I submit is the equivalent of the Fed 
creating not just a jumbo, but a super jumbo market for commer- 
cial real estate. If we did that in the residential market, we would 
be leaving the entry level to medium-priced home buyers dangling 
with no viable options. 

TALF, as it is currently structured, will not solve the problem. 
Too much time has passed without adequate action to resolve this 
problem. The President, Congress, and regulatory agencies should 
move expeditiously to pass the necessary legislation and/or regula- 
tion needed to reconstitute the commercial mortgage-backed securi- 
ties markets. Failure to do so will result in further unnecessary de- 
valuation of commercial real estate assets and the associated dam- 
age to our economy. I thank the committee for its time and I wel- 
come any questions you might have. 

[The prepared statement of Mr. Turnbull can be found on page 
307 of the appendix.] 

The Chairman. Thank you, Mr. Turnbull. 

Next, we are going to hear from Ms. Margot Dorfman, who is the 
chief executive officer of the U.S. Women’s Chamber of Commerce. 

STATEMENT OF MARGOT DORFMAN, CHIEF EXECUTIVE 
OFFICER, U.S. WOMEN’S CHAMBER OF COMMERCE 

Ms. Dorfman. Chairwoman Velazquez, Chairman Frank, Rank- 
ing Members Graves and Bachus, and members of the committees, 
I thank you for this opportunity to be here today. I am rep- 
resenting today the 500,000 members of the U.S. Women’s Cham- 
ber of Commerce. Simply stated, the status of the small business 
lending is so devastatingly poor that many business owners have 
given up even trying to secure capital and credit for their busi- 
nesses. Our members tell us regardless of their personal credit 
scores, proven business and financial track records, and contracts 
in hand, their access to capital and credit has become severely lim- 
ited and the fees and interest rates on their existing loans have 
risen to loan shark levels. 
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The consequences of this sudden and now extended contraction 
in access to capital and credit have had a devastating effect on 
small businesses. Over the last 2 years, small business losses ac- 
counted for 40 percent of the 4.7 million positions cut by firms. The 
results of a recent survey of our members have provided us with 
a clear picture of the small business lending marketplace. 

The smallest businesses have either been wiped out or are strug- 
gling every day to stay in business. Businesses in the $250,000 to 
$500,000 range have weathered the storm so far and are seeking 
access to capital to fuel ^owth. Firms in this range tell us they 
could grow now and add jobs if they could only access the capital 
and credit they needed. Many of the businesses in the $500,000 to 
$1 million dollar range have significant overhead, equipment and 
raw materials that make growth right now very challenging. And 
with little or no access to capital, they have no way to leverage 
their assets to fuel growth. 

And firms with over $1 million in revenues have a more diversi- 
fied set of capital and credit providers, but they tell us they have 
very little appetite for growth due to the exorbitant fees, interest 
rates, and uncertainty. Nearly all businesses tell us that consumer 
confidence is extremely poor and that increased consumer con- 
fidence would fuel their business growth. 

They also tell us it is important to complete the reform of our 
health care system and financial market regulations and create a 
strong consumer financial protection agency so that they will have 
a clear picture of the future and can plan with confidence. U.S. 
banks report the sharpest decline in lending since 1942, and an- 
other troubling trend is the extreme contraction in SBA-backed 
lending to women- and minority-owned firms. 

Between 2008 and 2009, the percentage of SBA-backed loans 
going to women-owned firms dropped from 23 percent to 20 percent 
and the total dollars lent dropped from 18 percent to 6 percent. 
During the same period of time, the percentage of SBA-backed 
loans going to minority-owned firms dropped from 33 percent to 22 
percent. And the total dollars lent dropped from 32 percent to only 
4 percent. The job creation legislation recently passed in the Senate 
falls woefully short in addressing the size and scope of our prob- 
lems. The recent FDIC comments on meeting the credit needs of 
creditworthy small businesses do nothing to change the basic prob- 
lem. And the President’s proposal to distribute $30 billion of TARP 
funds to local and community banks is simply more of the same. 

Clearly, this action would once again benefit the banks with no 
guarantees of assistance to small business owners. Treasury Sec- 
retary Geithner has said these funds should be removed from the 
TARP program. He says TARP has outlived its basic usefulness be- 
cause banks are worried about the stigma of coming to TARP and 
they are frankly worried about the conditions. 

Additionally, he said 600 small banks withdrew their applica- 
tions for TARP money because they did not want to face the re- 
strictions or the perception that they needed the bailout money. 
Specifically, we recommend: increasing SBA lending guarantees to 
90 percent; focusing on 2 sectors with the greatest urgent need, 
loans under $200,000 and loans in the $200,000 to $500,000 range; 
and establishing a direct lending program through the SBA allow- 
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ing the sale back of loans to private sector investors and lenders 
after a period of time. We strongly encourage Congress to respond 
with larger-scale solutions to improve the opportunity of businesses 
to secure capital and credit, to help stabilize costs, to convert ex- 
pensive debt into fixed-term loans and to assess their current fi- 
nancial condition to make good choices for the future. 

Strength, transparency, access to capital, and protection from 
abuse are vitally important so that our economy may be revitalized, 
our small businesses brought back to life, and jobs created. Thank 
you. 

[The prepared statement of Ms. Dorfman can be found on page 
156 of the appendix.] 

The Chairman. Thank you. Next, Mr. Steve Gordon, who is 
president of Instant Off, Incorporated. 

STATEMENT OF STEVE GORDON, PRESIDENT, INSTANT-OFF, 

INC. 

Mr. Gordon. Madam Chairwoman, Mr. Chairman, and distin- 
guished members of the committees, thank you for inviting me to 
Washington to testify this morning. My name is Steve Gordon, and 
I am from Clearwater, Florida. I am honored to be here and to de- 
liver this testimony before the people’s Congress. I am here as the 
voice of regular small business owners who have historically been 
the largest creator of jobs in our country. We are frustrated with 
the inability to obtain financing to create critically needed jobs. 
Jobs can only be created with capital. And the bailed-out banks are 
not helping the situation. 

In spite of the taxpayers’ generosity, 2009 saw the sharpest de- 
cline in lending since 1942. Further compounding the problem, 
banks are taking away existing credit lines. While this may be a 
prudent act of self-preservation, credit reductions lower your credit 
score, giving the banks a convenient reason to increase your rates. 
Consider my story. I am the owner of a small business called IN- 
STANT-OFF. We manufacture water saving devices that fit on any 
faucet and save up to 10,000 gallons of water a year. Instant-Off 
costs less than $10 and we have sold over 800,000 units. Our U.S. 
market potential is 50 million units and globally around 200 mil- 
lion units. We can create 25 jobs right now and 75 more over the 
next 3 years. 

As we grow, 25 percent of our employers will be people with dis- 
abilities. And we challenge other companies to match this commit- 
ment. In addition, we will create jobs for suppliers and distributors. 
We are ready to move forward and implement our marketing plan, 
but none of this will happen without the necessary capital. Amer- 
ican innovation is what made this country an economic leader. Peo- 
ple with innovative ideas grow them at a huge personal expense in 
pursuit of the American dream. Yet when the time is right to grow 
beyond their individual means, this creative endeavor is often not 
judged for its business plan or proven success, not on its manage- 
ment team or what it can do for the country, not on what it can 
do for the environment, not for the jobs it will create, and for the 
potential increase in export sales. 

It all comes down to your credit score. The current lending model 
does not work in today’s post-crash economy. If we depend on 
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banks to make business loan decisions, we are in for a long, painful 
recession. Banks can’t even figure out how to solve their foreclosure 
problem. At this point, we must change our strategy. The govern- 
ment must take responsibility and solve the capital crisis. 

Congress lent directly to the banks, directly to the auto makers, 
and directly to AIG. It is time for a similar program for small busi- 
nesses. I propose that Congress pass legislation to make the SBA 
a direct lender to small businesses. Any money approved for small 
business loans should be kept in a separate account. The American 
people do not want to give any more money to the banks. The real 
estate crash, the recession and the banks have lowered credit 
scores on most Americans. In order to create the amount of jobs we 
need, credit scores cannot be used as the sole factor in obtaining 
business loans. 

I am proposing a 15-point lending criteria to serve as a guide in 
evaluating and determining small business loan approval. Some of 
the key determining criteria are: How many new jobs will the loan 
create; how many jobs will be created for disabled Americans; will 
this business help protect the environment or conserve natural re- 
sources; will the product or service be produced in the United 
States and can it be exported; and has the applicant’s credit score 
been damaged by the recent economic downturn? 

Again, I urge Congress to pass legislation to make the SBA a di- 
rect lender. Capital is the tool that drives American business and 
we need your help. Please move quickly to resolve this critical 
issue. And now a brief message from the American people. Con- 
gress needs to put an end to its partisan behavior. It is time to 
drop the “I win, you lose” mentality and find compromises. In the 
business world, we get things approved with a majority vote. As a 
reminder, there is no “R” or “D” or “I” in “team.” The Americans 
have been so proud of the Olympic team. Team U.S.A. 

The American people request that “team Congress” pick up the 
pace and immediately take action to solve the job crisis. And, 
please, pass health care reform for the 45 million Americans who 
do not have health insurance. Thank you for giving me the oppor- 
tunity to be heard on these very important issues. 

[The prepared statement of Mr. Gordon can be found on page 203 
of the appendix.] 

The Chairman. Next, Mr. Todd Zywicki, foundation professor of 
law, George Mason University. 

STATEMENT OF TODD J. ZYWICKI, FOUNDATION PROFESSOR 
OF LAW, GEORGE MASON UNIVERSITY 

Mr. Zywicki. Thank you, Mr. Chairman. It is my pleasure to tes- 
tify today on the subject of the “Condition of Small Business and 
Commercial Real Estate Lending in Local Markets.” As noted in a 
recent study by former Federal Reserve economist Thomas Durkin, 
and as he reminds us, many independent entrepreneurial busi- 
nesses rely on what is conventionally known as consumer credit in 
starting to build their businesses, things like credit cards, home eq- 
uity loans, and even auto title loans. These sources of credit are es- 
pecially important for women and minorities who tend to be ex- 
cluded from traditional small business lending markets. As a re- 
sult, a lot of regulations that seem to be ostensibly aimed at con- 
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sumer lending will also tend to disrupt effectively small business 
lending as well. Prudent, well-designed government regulation of 
consumer and small business lending can certainly promote com- 
petition, expand consumer choice, and lead to lower choices and 
overall productive lending. For instance, the original Truth in 
Lending Act, as it was originally conceived before it got larded up 
with a lot of regulation and litigation, provides a good example. 

But well-intentioned lending regulations may also have a large 
number of unintended consequences as well. And most relevant to 
this hearing, one of those unintended consequences is the curtail- 
ment of lending, especially to consumers and small entrepreneurial 
businesses. Unintended consequences are most likely and most se- 
vere when legislation and regulation goes beyond the modest goals 
of improving the market process but instead supplants individual 
choice and competition through the substantive regulation of par- 
ticular terms of credit contracts. 

It is basic economics that in order to make an economically pru- 
dent loan, a bank has two considerations: First, it must be able to 
estimate the risk of the loan and price the loan accordingly. Regu- 
lations that either increase the risk of lending or make it more dif- 
ficult to accurately price risk will make this task more difficult and 
expensive. 

Second, if the bank is unable to accurately price the loan, it will 
have to reduce its risk exposure. It can do this either by limiting 
the number of loans it makes, limiting those to whom it will lend, 
lending for instance to only lower-risk borrowers or by reducing the 
amount it lends such as by reducing the size of loans made or cred- 
it lines on credit cards. Provisions in recent legislation that has 
been enacted, such as the Credit CARD Act, have made it more dif- 
ficult for credit card issuers to price risk efficiently. The con- 
sequences of something like the Credit CARD Act have been pre- 
dictable; in fact, I predicted them. 

Credit card issuers have tried to adjust other terms of credit card 
agreements in order to try pricing risk efficiently and to the extent 
they have been unable to do so, they have acted to reduce their risk 
exposure by offering fewer loans, lending to fewer people and re- 
ducing borrowers’ credit lines. If enacted, proposed legislation such 
as the proposal for a national interest rate ceiling on credit cards 
of 6 percent, the proposed consumer financial protection agencies, 
and the proposal to permit cram down of home mortgages would 
further exacerbate this credit crunch by further increasing the risk 
of lending, and make it more difficult to price risk, resulting in a 
greater curtailment of lending. 

Let us talk about the Credit CARD Act for a moment. The Credit 
CARD Act had some modestly decent proposals in it that may have 
helped consumers a little bit. On the other hand, there are other 
provisions of the law that interfered with accurate risk-based pric- 
ing, such as new limitations on interest rate adjustments, default 
provisions and that sort of thing. The market response to the 
CARD Act illustrates how regulation can disrupt lending markets 
by interfering with efficient risk-based pricing. Consider just a few 
of the terms of the credit card. Interest rates, penalty interest 
rates, annual fees, length of grace payments, the amount of cir- 
cumstances under which behavior-based fees will be assessed, the 



10 


degree of acceptance by merchants — I could go on, but I only have 
5 minutes. 

I would guesstimate, what, 60, 70, 80 terms have potential for 
a credit card. The CARD Act placed political limitations on the 
ability of lenders and borrowers to establish these terms through 
free-market processes. In order to try to price risk accurately and 
offset declining revenues from newly regulated credit card terms, 
credit card issuers have repriced other terms of credit card agree- 
ments. As a result, borrowers have seen newer increased annual 
fees, fixed-rate interest cards have been converted to variable rate 
cards, frequent flyer and other rewards cards have become stingier, 
and other fees such as cash advance fees have risen. Most notably, 
some provisions of the CARD Act make it more difficult for card 
issuers to raise rates on consumers based on risk and changes in 
economic circumstances. 

Again, the market response has been entirely predictable. Credit 
card issuers have had to raise interest rates on all cardholders in 
order to guard against the risk they might need to raise risks later 
but might be unable to do so as a result of regulation. Most rel- 
evant for this hearing, there have been widespread reports that as 
a result of the CARI) Act, credit card issuers have slashed credit 
lines and cancelled credit lines. Although this reflects many dif- 
ferent factors, in part, it reflects the effect of the CARD Act. Thank 
you. 

[The prepared statement of Professor Zywicki can be found on 
page 322 of the appendix.] 

The Chairman. And I now recognize the gentleman from Michi- 
gan, Mr. Peters, to introduce the last witness. 

Mr. Peters. Thank you, Mr. Chairman. We are joined today by 
a gentleman from Michigan, Mr. Wes Smith, who is representing 
small manufacturers. As members of both committees know, many 
small businesses have been impacted by this credit crunch, but it 
has been particularly acute for our small manufacturers. As a re- 
sult of this credit crisis, we are continuing to see that happen. Mr. 
Smith is the owner of E&E Manufacturing Company. He is also a 
member of the board of a community bank. He brings a unique per- 
spective. He has a company that employs 250 employees and is lo- 
cated both in Michigan and in Tennessee. Thank you, Mr. Smith. 

The Chairman. Mr. Smith? 

STATEMENT OF WES SMITH, PRESIDENT, E&E MANUFAC- 
TURING, PLYMOUTH, MICHIGAN, ON BEHALF OF THE 

MOTOR & EQUIPMENT MANUFACTURERS ASSOCIATION 

(MEMA) 

Mr. Smith. Thank you. Again, my name is Wes Smith, and I am 
the president and owner of E&E Manufacturing. I also serve on the 
board of a small community bank, so I can bring a unique perspec- 
tive from both the borrower and the lender. First and foremost, 
though, I have been a manufacturer for 45 years and appreciate 
the opportunity to discuss the challenges that small manufacturers 
in the motor vehicle industry face. My company, E&E Manufac- 
turing, is one of those suppliers located in Plymouth, Michigan, and 
Athens, Tennessee. My father began the business in 1962. It has 
since grown its footprint from a small 5,000 square foot job shop 
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to an over 400,000 square foot world class, full service supplier of 
highly engineered stamped metal solutions. We were the first 
metal stamping facility in the Nation to be awarded the star award 
from OSHA for our outstanding safety program and are determined 
to continue to provide safe and meaningful employment to our now 
over 250 employees. 

While our current sales projection for 2010 is up over 20 percent 
of what we achieved last year, it remains only 55 percent of what 
we enjoyed in 2007. And I can tell you no one was happier to close 
the book on 2009 than me. Although we were able to turn things 
around the last half of the year, E&E took a pounding in the first 
7 months and we will record a loss for the first time in 40 years. 
We project that our sales next year could allow us to rehire almost 
200 people. 

However, access to capital to fund these sales projections could 
stunt our growth. Just recently, our lender reduced our line of cred- 
it to an insufficient amount and changed our loan covenants. Many 
banks are clearly avoiding manufacturers, especially in the auto- 
motive industry, as they aim to reduce their exposure to tempo- 
rarily impaired companies in a struggling industry. Most small 
manufacturers enjoy a long history with their lenders, in many 
cases having successfully worked together for decades. My personal 
opinion of that and many in our industry is that lenders are under 
such intense pressure from Federal regulators that they went from 
one extreme, flooding the market with too many substandard loans, 
to almost completely closing the faucet. I urge Washington policy- 
makers to work with lenders and borrowers to reach a delicate bal- 
ance needed to help restore manufacturing in America and stimu- 
late job growth. I don’t believe the regulators should ease their 
standards and oversight of lenders. 

I do, however, believe that Congress and the agencies can de- 
velop a unique set of guidelines to govern loans to small businesses 
in a pooler program. This will allow banks to feel comfortable lend- 
ing to manufacturers while establishing set compliance rules. I ap- 
plaud the committees on Capitol Hill for holding these hearings 
and the various proposals from the White House and leaders in 
Congress are encouraging. It is up to Washington to help create an 
environment whereby small manufacturers like ourselves can ac- 
cess adequate and timely credit and the lenders can conduct sound 
transactions without fear of government reprisal. Injecting capital 
into the market is only one part of the equation. 

Banks and borrowers need guidance from Washington to 
strengthen oversight without stifling economic growth. According to 
the indication administration, small companies comprise over 98 
percent of manufacturing firms in the United States, yet we are 
often an overlooked segment of our industry. For example, the auto 
industry is one of the most intricate industrial complexes and one 
side is the vehicle manufacturer, a dozen or so major original 
equipment manufacturers that dominate world production, have 
sales measuring from the tens to hundreds of billions of dollars. On 
the other side is a dozen or so major material suppliers, the steel, 
aluminum, and plastic providers that too have sales measured in 
the tens of billions. Caught in between are some 3,000 suppliers 
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that produce the over 10,000 parts necessary to make up every pas- 
senger car and truck. 

Because of drastically reduced volumes and nonfunctional capital 
markets, financial assistance to suppliers has not provided small 
manufacturers with the capital and resources to survive. Banks, 
most with diminished capital positions, are generally not in a posi- 
tion to increase their loan portfolios regardless of the enhanced col- 
lateral positions. However, this committee has before it two inter- 
esting proposals that collectively will go a long way in addressing 
the challenges faced by small manufacturers. 

H.R. 4629, the Manufacturing Modernization and Diversification 
Act, and the proposed small business lending fund, taken together 
are significant and essential steps forward. We will be pleased to 
work with committee members on the initiatives and legislation 
laid out in my written statement and I would like to thank you for 
your time and efforts for making the millions of American manu- 
facturing voices heard. I only hope my message is understood and 
acted upon before it is too late. Thank you. 

[The prepared statement of Mr. Smith can be found on page 271 
of the appendix.] 

The Chairman. At this point, I want to ask unanimous consent 
to introduce into the record a package of materials that were sub- 
mitted to members, to Mr. Bachus, to Mr. Childers and myself, Mr. 
Hinojosa, Mr. Kanjorski, Mr. Klein, Mrs. Maloney, Mr. Miller of 
North Carolina, Mr. Neugebauer, Mr. Perlmutter, Mr. Peters, and 
Mr. McCarthy of California. These have been looked at by all sides. 
Is there any objection? If not, they will be put in the record. If 
there are other documents that members would like to submit — 
does the gentlewoman from Illinois have a document that she 
wants in the record? That will be included as well. 

Next, as we go to the questioning, we have a large number of 
members of the panel. What I plan to do on the Democratic side 
on the Financial Services Committee, of which I can only speak for 
that, is to give members the choice of which panel they want to 
talk to. As we get to the member, if you would prefer to defer and 
ask your questions of a later panel, that would be acceptable. So 
I am going to do that myself. I am going to save my questions for 
the regulators and I will, therefore, not be asking questions of this 
panel. And so I will now — the gentleman from Alabama — and I 
would say the Democratic members on the Financial Services Com- 
mittee, if you want to ask this panel, fine. If you would rather 
defer, you can defer. There is no guarantee we will get to everybody 
anyway. 

Mr. Bachus. Mr. Chairman, let me get a point of clarification. 
Can we ask this panel a question and the next panel a question? 

The Chairman. In terms of recognizing Republican members, you 
can do pretty much what you want. 

Mr. Bachus. I think we will just let everybody — 

The Chairman. Yes, go ahead. 

Mr. Bachus. Ms. Dorfman, your testimony is similar to Mr. Gor- 
don’s, and I think part of that testimony is that the SBA should 
just lend money directly; in other words, bypass the banks. Is that 
what I am hearing, Ms. Dorfman? 
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Ms. Dorfman. Yes. What we find is the banks have not been 
lending and the best way to get the money into small businesses 
would be to provide a direct lending program through the SBA so 
that the small businesses actually access those funds. 

Mr. Bachus. Mr. Gordon, is that — 

Mr. Gordon. What I propose — and this is the problem in bank- 
ing today. You go in for a loan, you deal with a bank officer, he 
has no idea what you do as a manufacturer. At the SBA, there are 
so many smart people there. If you just set up a task force for jobs 
in the SBA and you had 3-member panel, one from a hired — a score 
member and, two, from an SBA person, they could review and call 
in and in 30 minutes they could decide if it is a good loan or not. 

Mr. Bachus. What I am saying is, you want the SBA to sort of — 

Mr. Gordon. I want the business to be back in business loans. 
That is the whole point. 

Mr. Bachus. I understand your goal is to create jobs and get 
lending going. But what I am saying, I think essentially, you want 
the SBA to come in and loan additional amounts of money because 
the banks aren’t doing it, is that — 

Mr. Gordon. Because they are not doing it, because they don’t 
understand business. It is a big problem. Banks do not understand 
business. 

Mr. Bachus. I understand that. 

Mr. Gordon. But that is true. I want the SBA to work on it di- 
rectly. 

Mr. Bachus. I understand what you are saying. Do you believe 
that the SBA is as qualified as the banks to make decisions on 
lending and creditworthiness? 

Mr. Gordon. No, I don’t. I think they are more qualified. Much 
more qualified. 

Mr. Bachus. Ms. Dorfman, do you believe that the SBA would 
make much better decisions as to lending? 

Mr. Gordon. I think that if you — first of all, we have such a 
huge problem out there, we would have to — 

Mr. Bachus. I understand there is a huge problem. I just want 
to focus on which one is better qualified. 

Mr. Gordon. I think we need expanded criteria and the SBA is 
more qualified to deal with business loans. 

Mr. Bachus. How about it, Ms. Dorfman? 

Ms. Dorfman. I would say what we have seen not just from the 
economic turndown, but from years prior, is that the banks typi- 
cally go cherry-picking. They will take the best looking loans. It 
costs them the same to do a loan for $75,000 as it does $10 million. 
So in order to move forward, if we take the money and put it to 
the SBA to allow them to lend — and would we have to put in the 
program that would help them determine, yes. I think they can do 
it. 

Mr. Bachus. I understand. So you want the SBA to basically 
play the role that the banks have, as you say, “not played by not 
lending?” 

Ms. Dorfman. I would like the SBA to have a direct lending pro- 
gram to small business. 

Mr. Bachus. How big would the two of you visualize that pro- 
gram being to do any good? 



14 


Ms. Dorfman. Well, if we can take the funds that the President 
was going to give the banks and just turn them over to the SBA — 

Mr. Backus. All right. 

Ms. Dorfman. — that is a drop in the bucket really. 

Mr. Backus. $30 billion? 

Ms. Dorfman. Yes. 

Mr. Backus. Mr. Gordon? 

Mr. Gordon. To put it in perspective, $30 billion is 3 percent of 
the original money for the first stimulus package. So the goal here 
is to take 3 percent of the money and create 75 percent of the jobs 
that we need. And it is just not enough; $30 billion is not enough. 
We would like to start there, but it is just not enough. 

Mr. Backus. Let me ask you this: If the loans aren’t paid back, 
who is ultimately responsible, from your understanding? Is it the 
taxpayer? 

Ms. Dorfman. Well, at this rate, there are few default — when 
you take a look overall of what the SBA lending has done, there 
is a relatively low default system. What we have seen with the 
banks — 

Mr. Backus. No. I understand. But if the loan is not paid back, 
who — 

Ms. Dorfman. It would be absorbed, of course, by the SBA be- 
cause we have — 

Mr. Backus. And where does the SBA get its — 

Ms. Dorfman. We understand that it is taxpayers, but this is an 
investment in the U.S. economy. It is small business — 

Mr. Backus. I understand. I am not arguing with you. But it is 
the taxpayer who ultimately is on the hook if it is not paid back? 

Ms. Dorfman. Correct. 

Mr. Backus. Mr. Gordon, is that your understanding? 

Mr. Gordon. That is exactly right. Right now, the SBA guaran- 
tees 90 percent of the loan anyway. So they are guaranteeing 90 
percent of something that is not getting done. The other alternative 
is to continue paying unemployment compensation. There is a 100 
percent chance — it needs to be looked at because — 

Mr. Backus. Let me ask you one other question if I can. Are you 
all aware we are spending so much we are going to double the na- 
tional debt in 5 years and triple it in 10 years? Does that bother 
you? Is that a concern? 

Mr. Gordon. Okay. What we are doing here is we are investing 
in businesses to create jobs for people. 

Mr. Backus. I understand. I am not asking you that. 

Mr. Gordon. It is a very important issue because if you don’t un- 
derstand why we need to make loans, and that is what the banks 
don’t understand, the banks would move quicker if they were pay- 
ing the weekly check for unemployment. But since they have no ex- 
pense and the weekly check, they don’t. 

The Ckairman. The gentleman’s time has expired. 

Chairwoman Velazquez. Yes. Ms. Dorfman, as has been dis- 
cussed, the Administration has proposed the liquidation of the $30 
billion fund. And if this proposal moves forward, do you believe 
there should be penalties for lenders who receive money but do not 
make loans to small businesses? 
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Ms. Dorfman. I absolutely do and I would also like to see some 
sort of penalty for the banks who are now “providing SBA loans” 
that are not. What we have seen is that a small business will go 
in, ask to get a business loan or an SBA loan. They are told they 
are not to giving them, but what they can do, they are pointed to 
the higher interest rate credits. 

Chairwoman Velazquez. So your opinion is clear that if this 
money is supposed to help small business access affordable credit, 
the banks that take this money should use it to lend to small busi- 
nesses. Do you believe that there should be a penalty for lenders 
who use the funds solely to increase profit margins on loans that 
they would have made anyway? 

Ms. Dorfman. Absolutely, yes. 

Chairwoman Velazquez. And, Mr. Gordon, in the last year, we 
have seen the government bail out AIG, give lines of credit to GM 
and Chrysler, and provide capital infusions to our Nation’s largest 
banks, including Goldman Sachs. Now, the Administration is pro- 
posing to cut another $30 billion check for banks under the premise 
that it will trickle down to firms like your own. Do you believe that 
any of this $30 billion will reach businesses like yours? 

Mr. Gordon. Absolutely not. And this is what really bothers 
Americans. I don’t understand, and neither do millions of Ameri- 
cans. Why can’t Congress just cut through all of this stuff and work 
direct? Why in the world would you want to give money to the 
banks and hope they can do something? Why not just take that $30 
billion and put it in an account and have it under government 
management so that 100 percent of those funds are used for loans? 

Why would you give money to banks and hope that they are 
going to do something when they have proven we don’t need more 
branch signs, we don’t need more branches, we don’t need more 
chairs. We want loans and we want — if you are only giving us $30 
billion, then we want 100 percent of that money to go to loans. We 
want that money in a separate account. 

Chairwoman Velazquez, [presiding] Thank you. Mr. Bartlett? 

Mr. Bartlett. Thank you very much. I am pleased to be here. 
I have a couple of questions. In a former life, I was in small busi- 
ness, and for 12 years, my wife and I every Wednesday met a pay- 
roll for a land development and home construction company. So I 
have been there. I know that the way banks make money is to loan 
money, and I would think that banks would be anxious to loan 
money. 

I am having some trouble understanding if there are creditable 
small businesses out there that want to borrow money, why banks 
aren’t loaning money to them. I know they are gun shy, but they 
have been in this business for a very long time. I am surprised that 
they aren’t devising means of determining whether or not the ap- 
plicant is creditable so that he is a good risk for a loan. 

And I am wondering why they haven’t done this. I am very sus- 
picious that the government does not a better job than banks in 
making these assessments. A second question I have of Ms. 
Dorfman is, you mentioned that for existing businesses, fees and 
interest on present loans have risen to loan shark levels. I don’t go 
to Las Vegas and I don’t play Russian roulette and I don’t under- 
stand why a business would have opened themselves up to a vari- 
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able rate interest loan. Apparently, that is what happened. That is 
really a gamble if you are a business, to open yourself up to all of 
the potential problems of a variable interest rate loan. What per- 
cent of the loans of our small business community are these vari- 
able rate interest loans so that the fees and interest rate can go 
up? 

Ms. Dorfman. I don’t have an exact rate, but what I do know 
is that we have heard from our members that what has happened 
is they have gone to apply for a loan because they need to grow 
their business, but what they are provided with is an alternative 
lending instrument with high interest fees and they are forced to 
take it because the economy has had a downturn and that is their 
only opportunity to either make ends meet or get to the next level. 

Mr. Bartlett. So these aren’t really interests and fees on exist- 
ing loans, that if they want to increase their existing loans, they 
have to pay higher fees and interest. Is that what you are saying? 

Ms. Dorfman. It really depends on the instrument. There are 
some loans obviously that are fixed rates and then there are others 
that are not. And those are the ones that have grown. 

Mr. Bartlett. Thank you very much, Mr. Chairman, I yield 
back. 

The Chairman. The gentleman from Georgia, who is on both 
committees, but still only gets 5 minutes. 

Mr. Scott. Thank you, Mr. Chairman. I appreciate it. I cannot 
think of a more important hearing if we want to do something 
about the jobless rate and the high unemployment because small 
business is an incubator of our jobs. It creates more jobs than any 
other level of industry. That is where the jobs come from. But I 
want to deal with each of you and see if we can’t get to the bottom 
of this. We have a problem here with the core of our financial sys- 
tem and that is — that has been the history of this for the last cou- 
ple of years. We have been grappling with this financial problem. 
And that is the failure of the banking system to do its job. That 
is heart of our financial system. That is the heart pump that 
pumps the blood out, that pumps it all out. So I want to ask of you, 
why is it, in your opinion, that the banks don’t want to lend 
money? 

Even in the very beginning, one of the reasons we had a problem 
with the automobile industry was the fact that the poor dealers 
couldn’t get loans. They have been here before you with the same 
problem. Now we have $30 billion that is set aside here and I 
would like to get each of your understandings of how this works 
and particularly, is it your understanding that even if the banks, 
these small banks that we are going to set this money up for, even 
come and get some of this money, there is no definitive require- 
ment that they even lend it. The only incentive, it seems to me, for 
them to lend it is they will get some kind of benefit on a sliding 
scale. 

So, Ms. Dorfman, let me start with you, because I think your tes- 
timony and Mr. Gordon’s testimony really hit this issue. What is 
stopping the banks from lending the money and what is wrong 
with the program of the $30 billion that we have set up there? 
Your fear that that it will not be lent out? 
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Ms. Dorfman. I see two different challenges, sir. The pre-eco- 
nomic challenge where the hanks were only doing the cherry-pick- 
ing in lending — if you want $10 million, we will consider you; if you 
want $75,000, forget it, it costs too much. The second thing that 
I see is that once the economic downturn happened, then the banks 
claimed they have trouble, they need our money. But what they did 
was balance their books and then also paid the executives the bo- 
nuses, but they were not lending. 

So the money is still not there. What we are hoping with the di- 
rect lending program is that instead of having to deal with whether 
a bank will or won’t lend through the SBA, that we will get the 
loans out there. Once the administrative costs will be picked up 
from the SBA side, once they are out there and in a good payment 
cycle, then perhaps we can sell them off to the banks and then con- 
tinue to work with the other new lenders. 

Mr. Scott. Let me ask you this, Ms. Dorfman. Do you know that 
if we were to raise the level for credit unions from their present 
12.5 percent and raise that cap to 25 percent, that might be help- 
ful, that might give some competition to these banks, that might 
get them to act straight more and that would access more capital 
to small businesses if we allowed — would credit unions be a help 
on that? 

Ms. Dorfman. They could be, but once again, do we know that 
the money is going to truly be lent? And I think what we are con- 
cerned about is, are we going to repeat the past, giving money to 
banks and seeing it not getting out to small businesses? And I also 
have to say that we have heard a lot from this Administration 
about the small businesses being the answer to the growth of our 
economy. We need now to have the money where the mouth is. Put 
the money at the SBA. Get the money into the pockets of small 
businesses so we can grow those business, we can create jobs, and 
we can turn the economy around. 

Mr. Scott. So you are saying, rather than take this $30 billion 
and getting it to the banks as an administration of what we are 
proposing, that we should instead get it in through the SBA? 

Ms. Dorfman. Correct, as a direct lending program. 

Mr. Scott. I see. Is that your assessment, too, Mr. Gordon? 

Mr. Gordon. I think to understand where the problem is, you 
need to understand where the banks came from. Before the crash, 
they were totally focused — they weren’t doing a lot of business 
loans anyway. So before the crash, they were focused on mortgage 
loans. It is really easy to send an appraiser out to a property, find 
out what the value is, and make a loan decision. It is much more 
difficult to have the time and the resources to evaluate someone’s 
product potential. If I came to a bank and showed them my busi- 
ness plan, they would say, who is going to review that? They don’t 
have the people qualified to review business plans. They are not set 
up to do it. You are asking banks to do something they don’t feel 
comfortable with. And that is the problem. 

The Chairman. Thank you. Time has expired. Let me invite the 
people standing to take these seats. Somebody put things on there 
that say don’t sit here, but I say ignore them. So, please. What 
happens is, the first row is set aside for people who staff the Fed- 
eral regulators, none of whom are not allowed to go out without 
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three people to make sure they don’t say what they are not sup- 
posed to say. But the current people don’t need that. So please feel 
free — if there is an empty seat, sit in it. I don’t like people to have 
to stand up. With that, I guess — who is — we go to the small busi- 
ness — we did? I apologize. Mr. Neugebauer? 

Mr. Neugebauer. Thank you, Mr. Chairman. I want to thank 
you, witnesses, for sharing your perspectives. There are many fac- 
tors impacting lending, but I think one of the biggest issues is the 
uncertainty created by the government. Small businesses are un- 
certain about the cost Congress may add on to them and the taxes 
that they will have to pay and the lenders are uncertain about the 
changing regulatory environment. I just spent 2 weeks in my con- 
gressional district, and over the last 2 months, I have been talking 
to lenders and have been talking to small businesses and touring 
a number of those businesses and asking them what they feel like 
the state of play is. And quite honestly, I hear more about what 
Congress is doing than what the banks are or are not doing and 
what the SBA is doing or not doing. I was in a business last week, 
and they said, “Congressman, we don’t know what to do. We are 
concerned that the government is about to put these new burdens 
for health insurance, they are going to raise our taxes, the cap and 
trade or cap and tax bill that may increase our cost of energy in 
this particular business that uses a tremendous amount of energy, 
that the huge deficits that are being incurred and how we are 
going to begin to pay that back and what will be in the environ- 
ment, the inflationary potential of the Fed monetizing debt.” 

The list went on and on and on. And when I sat down and talked 
to bankers, I said, “Tell me why you are not lending.” They said, 
“Randy, we would love to make some loans right now. But quite 
honestly, our good customers are not coming and asking us for 
loans right now because of overall uncertainty, and when they do 
come, the amount of paperwork and regulatory environment is ter- 
rible.” 

Several banks in my district said that they were having problems 
making home loans and real estate loans to the people in their 
small communities because of some of the new regulations that are 
out there, particularly for example, requiring escrow accounts 
where these little community banks have been making these home 
loans in their communities for hundreds of years or many years 
and now have these new requirements. 

I want to read you some of the comments that I entered in the 
record here as the chairman said. This is from a community bank 
in Abilene: “The increased regulation proposed by Congress and 
various Federal agencies will continue to make our jobs more chal- 
lenging and costly. Our hope is that Congress will stop much of 
this pending regulatory legislation and realize that community 
banks have not caused today’s economic problems and already are 
overregulated.” 

From a small business in Abilene, Texas, “With Congress and the 
Executive Branch planning so many changes that add both uncer- 
tainty and decisions and certainty in higher taxes to pay for every- 
thing, small business have no choice but the wait-and-see approach 
to any future growth.” 
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From a community bank in Hereford, Texas, “Those asking why 
we are having a trouble making loans should get a mirror and un- 
derstand that it is not that we are not making loans, but we are 
being driven out of making loans by those who are asking us to 
make loans.” 

From a mortgage lender in Abilene, “Is the answer more regula- 
tion, more government involvement, more oversight? I tell you it is 
not. We are here today because our government started manipu- 
lating the industry, and the industry quite honestly does not un- 
derstand. I suggest that free enterprise be allowed to work to bring 
us out of this financial mess.” 

And finally, a community bank in Plainview, Texas, “Community 
banks want to lend. That is how we serve our communities. In- 
crease our capital for growth is what we do. Given the present un- 
certainty in the economic and political climate, banks are under- 
standably anxious regarding extensions of new credit.” 

And so I think one of the things that I have been saying is that 
the best thing that we can do for the economy, the best thing we 
can do for the American people, the best thing we can do to get this 
economy going again is quite honestly for the government just to 
stop all of this nonsense that we have been about. We are creating 
a huge amount of uncertainty. I am a former businessman. I am 
a former land developer. And when I look at the environment today 
of the uncertainty that is created out there, I am not sure I would 
be out looking for new deals right now. 

So I think I am listening to the people in the 19th Congressional 
District and I think they speak for quite honestly people all across 
America as they just wish the government would stop it, they wish 
the Congress would quit trying to micromanage our financial mar- 
kets and quit this silly stimulus program that we are doing where 
we are trying to borrow and spend our way into prosperity. 

Quite honestly, how we got here was borrowing and spending 
and a lot of people borrowed and spent too much money and now 
they are having to pay it back. Some can’t pay it back and that has 
certainly created a great deal of uncertainty in our marketplace. 

The Chairman. The gentleman’s time has expired. The gen- 
tleman from Michigan. 

Mr. Peters. Thank you, Mr. Chairman. I want to talk to you a 
little bit about manufacturing here and also build on the previous 
comments. We have a situation, Mr. Smith, in the manufacturing 
sector of auto suppliers where we are seeing increasing orders com- 
ing in and yet the working capital is not available to ramp up the 
production necessary in order to meet those orders. So it is a situa- 
tion where there really is a dysfunctional capital market system 
here when you have orders coming in, you can hire people, move 
forward, but the capital isn’t there. Perhaps — I know you talked 
about that in your written testimony. If you could elaborate a little 
bit more about the challenges of manufacturing, where you are 
right now, why credit is going to limit your ability to create jobs 
even though these orders are coming in right now. 

And also you talk about the collateral support program and why 
that is a way to have direct help to you through the banking indus- 
try. I know you referenced the Manufacturing Modernization and 
Diversification Act, which I appreciate, which Mr. Dingell, Mr. 
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Levin, and members of this committee — Mr. Frank, Dennis Moore, 
Mr. Kanjorski, and others — have endorsed. If you could kind of 
flesh some of that out for us, I would appreciate it. 

Mr. Smith. Sure, absolutely. I would have to disagree with what 
has been said before about the President’s plan on injecting $30 bil- 
lion of capital into the banking industry. I think it is absolutely 
what is necessary. You know, when I sit on a board of a community 
bank, I think our situation in manufacturing is really simple. We 
have a top line situation; we need more sales. I don’t know what 
the banks are going to do. And again what has been said is that 
the small community banks did not create this issue. 

In our particular area, I ran a pure bank report for banks under 
$5 billion in assets, and this is Genesee, Kent, Livingston, Oak- 
land, Ottawa, Wayne, Macomb, and Washington Counties. And of 
these, the total capital ratio, the aggregate average capital ratio is 
7.7 percent. Well, the FDIC says in its public cease-and-desist 
order that you require a minimum capital ratio of 8 percent. So 
what has to happen is that these banks need to raise $45 million 
in capital before they can make one loan. The real issue is that the 
banks can’t make loans because the regulators have their foot on 
their necks. They cannot function. I mean the only way that in 
order to make your capital ratios where they need to be is either 
you need more capital, and if you don’t have access to capital 
through a program such as what is being proposed, is to shrink the 
size of your bank. And how you shrink the size of your bank is you 
just simply don’t make loans. That is clearly on the community 
bank that I am on the board with, that is what we do. We abso- 
lutely just don’t make loans. We have to shrink the size of our bal- 
ance sheet. 

So if you are a manufacturer or a small businessman, where do 
you go? So it is a really a twofold process. Number one is the banks 
have to have the ability to make loans, and this $30 billion, and 
if you use a typical 10 to 1 ratio for banks, is that $30 billion then 
becomes 300 — ^you know, 10 times that, which is going to be avail- 
able for loans that could be created throughout our entire eco- 
nomic — you know, the portfolio that we have, particularly in manu- 
facturing. 

The other situation we have is that as companies ourselves, we 
need to take a look at our deteriorated balance sheets, and that is 
because banks are under pressure from the regulators, and every- 
thing has to be reappraised. So I can tell you that many of my 
peers have had regulators come in, take a look at their balance 
sheet, and reappraise all their assets. And all of a sudden, they 
find that they are taking a third hit to their balance sheet and they 
don’t have the ability to make the loan. 

So having a program where your collateral is guaranteed by the 
government, such as the bill that is being proposed, is absolutely 
the other part of the step. It is really a two-step process: the banks 
have to be able to make money; and they have to have their capital 
ratios restored. The $30 billion is an excellent program. I can tell 
you for the community bank, it can’t come fast enough. And the 
rules and how this gets disbursed if it is to be disbursed aren’t 
really clear. 
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In terms of manufacturers, we need to have our collateral posi- 
tions guaranteed because we have taken such a hit. 

Chairwoman Velazquez, [presiding] Mr. Graves? 

Mr. Peters. Also, I have been hearing from our other suppliers 
that they have had lines of credit pulled or new loans denied, not 
because of underwriting concerns, or necessarily risky investments 
but just because the bank is overexposed to the auto sector. 

Has your board position on the Equipment Manufacturers Asso- 
ciation, can you tell us a little bit about that? 

Mr. Smith. Absolutely. You know you are almost better off being 
a really lousy customer to the banks because they can’t get rid of 
you, but if you are marketable, if you are bankable, you are really 
in jeopardy. So it is almost really worse if you are in better finan- 
cial shape than worse financial shape. 

Chairwoman Velazquez. Five minutes has expired. Mr. Graves? 

Mr. Graves. Thank you. Madam Chairwoman. Really quick and 
then I am going to yield back. Mr. Gordon, you said that if you put 
together a business plan and take it to a bank, there is nobody 
there who is qualified to look at it? 

Mr. Gordon. There are people there, but what Congress needs 
to understand is we are in a crisis. We haven’t had business loans 
and liquidity for 3 years. This isn’t like a future problem that we 
are talking about. We are talking about how to solve this problem. 
Right now, there are businesses going out of business. 

Mr. Graves. If you put the Federal Government in charge of di- 
rect lending, do you think there is going to be anybody in the Fed- 
eral Government qualified to look at a business plan and make a 
decision? Just yes or no. 

Mr. Gordon. Okay, every single SBA office I go into, there are 
extremely qualified people there. Some of the smartest people 
around work for the SBA. 

Mr. Graves. I am going to yield to Mr. Luetkemeyer. 

Mr. Gordon. They are really, really qualified. 

Mr. Luetkemeyer. Thank you, Mr. Graves. 

Quick question, I have a number of questions here. Mr. Smith, 
you have made some great points, and as a former bank regulator, 
you are right on. I am telling you, you are right on with what is 
happening right now in our economy with the banking industry 
and lending dollars. 

With your experience with your manufacturing group, have you 
seen a tightening of credit to everybody across-the-board or is it 
just good actors, bad actors? 

Mr. Smith. Absolutely it is across-the-board. 

Mr. Luetkemeyer. Ms. Dorfman, I have heard you testify a cou- 
ple of times in different committees and you keep talking about di- 
rect lending. I know Mr. Graves made the comment a minute ago 
as well. As a regulator, and yes, I am old enough to remember the 
mid-1970’s when I was a regulator, the FHA was in the business 
of direct lending to farmers. That experience was a disaster, an ab- 
solute disaster for agriculture. We wound up getting people in busi- 
ness who had no business being in business, at least the agricul- 
tural business, and wound up causing inflation in our real estate 
prices, our farmland, over production. Once we got them out of 
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that, and got the government back to guaranteeing loans instead 
of direct lending, we solved a lot of our problems. 

What data or what information do you have to believe that the 
SBA can be a better direct lender than banks? 

Ms. Dorfman. What we are looking for is making sure that the 
small businesses are accessing the capital they need. Currently, the 
banks are not lending. The SBA with the direct lending, and there 
was a question about are they qualified. Yes, they are qualified to 
oversee the process. There are numbers of employees who have 
been let go from banks, who used to do the lending, and could be 
hired into a program to provide this program. 

Mr. Luetkemeyer. One of the problems that you have with di- 
rect lending though is, who is at risk? It is not the SBA; it is the 
American taxpayer, ^^^en the banks are on the hook, it is their 
stockholders; it is the bank itself that is on the hook. And that is 
a really big difference between suddenly when you have the gov- 
ernment involved and the people lending money they don’t care. All 
you can do is qualify for the loan. If you qualify, you get the money. 
It is not about whether this is a viable entity that is going to be 
able to survive down the road and make a good customer and be 
able to be a good part of the community. If you qualify, you get the 
money. That is exactly the way it worked back with the FHA pro- 
gram and that is exactly what will happen with the SBA. I have 
a real problem with this direct lending. I don’t see how you can 
make it work and make it viable for what we need with regards 
to small businesses. 

Ms. Dorfman. Well, and I would say with the concerns that were 
talked about the banks being overregulated, it is another answer 
to removing those regulations from the banks. The banks don’t 
have to be involved. We are putting a program together that would 
make sure that we followed the 5 Cs of credit, made sure that the 
businesses were just as viable as if they were the bank. I think it 
can be done. 

Chairwoman Velazquez. Would the gentleman yield? 

Mr. Luetkemeyer. Sure. 

Chairwoman Velazquez. Let me remind the gentleman that we 
passed direct lending in the House. It passed with 389 votes. You, 
sir, voted for it. It is a temporary fix where it treats this economic 
crisis as a disaster. It will not compete with the private market. 
It will make the loans like the SBA has done every time there is 
a natural disaster in this country. The SBA makes all the disaster 
loans to homeowners and small businesses. This will be a tem- 
porary fix, 6 months of performing loans will be again sold in the 
private market. So it is a temporary fix. 

Once we get out of the recession, when unemployment rates go 
down, the program will cease. Let me remind the gentleman again 
that you voted for it. Thank you for yielding. 

Mr. Luetkemeyer. Thank you for your comments, but I think 
my comments are apropos as well. It is a temporary fix; it is not 
a solution to the problem. And Ms. Dorfman, in my mind, is talking 
about a permanent fix from her previous testimony at many of the 
other committee hearings that I have heard her. And I want to 
make a point that it is a temporary fix as long as it doesn’t — but 
there are problems with that temporary fix and we have to be very 
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cognizant of those problems. I am trying to point those out this 
morning that we have to be careful that this is not the road we are 
going to go down. 

You pointed to something as well, Ms. Dorfman, about regula- 
tion, and Mr. Smith made the point here that one of the problems 
that we have with the banking institutions right now is the regu- 
lators. He has the exact words, they have their foot on their necks. 
And you have to remember that most banks are small businesses 
as well. They have to make a profit and they have to make things 
work. 

I am very concerned, and I appreciate the comments of Mr. 
Smith. Thank you. Madam Chairwoman. 

Chairwoman Velazquez. Mr. Minnick? 

Mr. Minnick. I must say I agree totally with the comments of 
Congressman Luetkemeyer, and I would like to add the thought 
that the suggestion that the Small Business Administration or 
frankly any government agency could do a better job of commercial 
lending than banks and credit unions is, I think, naive and totally 
ill-informed. We must recognize that the reason why our banks are 
not lending is not that they don’t want to, it is a combination, as 
Mr. Smith and Mr. Turnbull have testified, of pro-cyclical regula- 
tions by our regulators who are insisting that banks have greater 
reserves than are required by their own regulation. It is a combina- 
tion of that with illiquidity in their loan portfolios, triggered by the 
fact that there is no secondary market, particularly for commercial 
loans, and inadequate reserves triggered by distressed sale valu- 
ations of the collateral that backs up their loan portfolios. 

I would like to ask Mr. Turnbull with respect to the last issue 
if he agrees or tell us why he agrees that a loan guarantee is a key 
to unlocking these illiquid portfolios? 

Mr. Turnbull. Mr. Minnick, some comments have been made 
about the status of the community banking system, whether or not 
they were the cause of this problem that we are in right now. I 
would submit that in our market area, we have good community 
banks and we have bad community banks. We have some bad com- 
munity banks that were probably part of the problem. But now all 
of the community banks are kind of in the same soup because of 
this illiquidity. A large percentage of their loan portfolios are in 
real estate and they have no place to take those. And so because 
of that illiquid position, they are capital constrained. They couldn’t 
make a loan if they wanted to. And I know that there has been 
some guidance issued by the regulators, by the FDIC about how 
banks should be able to — or regulators should treat these banks, 
but it is not being uniformly administered. 

That is the key to the issue right now, these community banks 
have to be able to offload their commercial real estate assets to be 
ale to make lending available again. 

Mr. Minnick. Now, Mr. Turnbull, if we were to institute either 
through TALF or some GSE a commercial loan guarantee program, 
would it be feasible to direct regulators to put in guarantees based 
on some percentage of current replacement market value with that 
value discounted to probable time of sale as a benchmark to deal 
with the issue of valuations coming in at 10 or 20 or 30 percent 
of current replacement value? 
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Mr. Turnbull. Absolutely, that is the issue. 

Mr. Minnick. And you think in your opinion that would be the 
key to getting this market unfrozen so that commercial banks could 
start lending again and particularly small community banks? 

Mr. Turnbull. Yes, I think there are several things that have 
to be done, but I think that is the first thing that has to be done. 
That is the only way we are going to get community banks lending 
again. I have several — I am a shareholder of a community bank, 
I have several close friends who are CEOs of community banks and 
they all tell me the same thing. 

Mr. Minnick. Mr. Smith, would you agree with that statement? 

Mr. Smith. Yes, I would. I think that in the community bank 
that I am on the board of, it is that issue that we have the revalu- 
ation of all the commercial loans that has really dragged the ability 
to make any loans. And again, when you are shrinking your bal- 
ance sheet, you are not making loans. I think it is really a two-step 
process. Banks have to be in the position — again, when the original 
TARP program came out the government picked winners and los- 
ers, and unfortunately, the small community banks which support 
most of the small businessmen were just left in the dark and they 
need help. They didn’t create the mess; they are just being sub- 
jugated to it. So it is a two-step process. The banks have to be 
healthy to be able to make loans, either that or they have to 
change the regulation and change the ratios that they are allowed 
to operate on. One or the other has to happen. 

The second thing is we need to improve the collateral position of 
the lenders. We need to be able to temporarily get that help so that 
when we are asking for loans and it is collateral-based, there is 
that guarantee out there. 

Mr. Minnick. Thank you, gentleman. My time has expired. We 
appreciate your expertise. 

Chairwoman Velazquez. Mr. McCotter? 

Mr. McCotter. Thank you. Wes, you and I have known each 
other a long time. We have faced significant challenges at home in 
the district throughout Michigan. I think I am the last speaker on 
our side. What I would really like to do is yield you the balance 
of my time so that you can tell this committee what you think is 
important to keeping manufacturing in our district, in Michigan, 
and in America. 

Mr. Smith. Thank you. Congressman. I think what is really im- 
portant is, obviously, we are having a heart attack right now, we 
have to get that solved, and that means we have to be able to have 
access to cash. So that is number one. And the programs again that 
are being proposed can’t come fast enough, but I think some of the 
real issues in manufacturing really have to do from my standpoint 
is, for instance, our trade policies and lack of enforcement. We are 
just seeing in Michigan, since the recession, 400,000 jobs leave, 
what I call the recession in 2000, which is really when the reces- 
sion of manufacturing started. There have been almost 6 million 
jobs vacated, and again manufacturing jobs are the backbone of 
this Nation. It has the highest job creation factor. For every Tier 
1 automotive job that was in Michigan, it also employed an addi- 
tional anywhere from 4 to 7 other jobs. They are absolutely key 
jobs that we need to keep going and particularly in our State. They 
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are good jobs, high- paying jobs, and they have great benefits pro- 
grams. 

I think manufacturing has been overlooked and particularly not 
appreciated, not necessarily in the Midwest, certainly as I would 
say in Michigan is that all of our Congressional Members in Michi- 
gan sing from the same hymnal; they just sit in different churches. 

The reality is that we understand what is important, what is im- 
portant for our State to work. Clearly, we have to address our 
trade policies. We have to address the fact that our trading part- 
ners do not behave properly whereas we just kind of open up the 
doors and say, come on in. And unfortunately, it has put us at a 
very distinct disadvantage. 

One of the reasons banks don’t like to make loans to manufac- 
turing is because they understand it, they see that. They clearly 
understand that you know what, with the pressures we are seeing 
from low cost countries and the way that they are being coddled 
and handled by their governments they just suck jobs away from 
the United States. They know that, they see that, and they clearly 
understand if Congress won’t do anything about it, if the govern- 
ment won’t do anything about it, then they are just going to find 
somewhere else to park their money and that is clearly what we 
have seen. We have to address this policy. I believe that in my 
heart, I can just see it. You can see it since — since, you know, 2000. 
And I can tell you from my standpoint that in 2000 in my industry 
I have had to deal with 32 customer bankruptcies. Prior to 2000, 
in the history of our company, we dealt with one. It is absolutely 
catastrophic and we need manufacturing in the United States, and 
it is just not being appreciated. 

Mr. McCotter. Reclaiming the balance of my time, I think that 
the point you make is absolutely necessary for Congress here. 
While we support trade on a fair and equitable basis, and I would 
add with free nations, what we continue to see is what Natan 
Sharansky told us a long time ago: How a nation treats its own 
people is how it will treat other nations. When you look at some 
of the practices engaged in the domestic policies of nations that are 
our trading partners that the average American would find repug- 
nant, the average American would find it antithetical to the con- 
cept of human liberty coming from a creator rather than a central 
government. I think you can understand why the United States has 
employers like Wes Smith and others in this country who try to 
provide a humane and decent job for their workers so they can pur- 
sue their happiness. Why we are at a distinct disadvantage because 
we are a good and decent country when competing or trading with 
other nations that have no regard for the rights of their people ex- 
cept as pawns to be used in the political game, or to be used in a 
mercantile strategy to deindustrialize the United States. 

Thank you for coming. Wes, I will see you after. 

Chairwoman Velazquez. Time has expired. And let me take this 
opportunity to thank all the witnesses on this panel. The com- 
mittee will stand in recess until we — how many votes? So we have 
seven votes, and we will reconvene right after the votes. 

Mr. Backus. Madam Chairwoman, let me say one thing, several 
of you said that the banks want to lend money, but the regulators 
and the examiners are saying, raise more capital. And I tell you. 
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I have heard that every day. I talk to bankers from Florida, from 
different places. They don’t know each other, but they say if the ex- 
aminers would get out of their banks, they would start lending the 
money. 

Chairwoman Velazquez. If the gentleman will suspend, we are 
going to have a panel with the regulators, so I guess that you will 
be making those statements to the regulators. 

You are all excused. Thank you. 

[recess] 

The Chairman. The hearing will come to order again. I apologize 
obviously for this delay, but it has been very important. 

We have a panel now of regulators who are the second panel, 
which isn’t always the case, but we think it was very important. 
Let me begin by asking all of you, one of the most frustrating ques- 
tions we get is — frustrating in that we can’t get it answered, to 
what extent are accounting standards over and above everything 
else an obstacle here? That is part of our problem. We will not leg- 
islate accounting standards, but we have talked to the Accounting 
Standards Board. Are accounting issues any part of the problem 
here? 

Let’s start with Mr. Allison. Oh, I apologize. You didn’t give your 
opening statements. Well, we will have your opening statements 
first. Mr. Allison, go ahead. 

Mr. Allison. Would you like me to begin. Chairman Frank? 

The Chairman. Yes, with your opening statement. Ignore me 
from time to time. The hearing will go better. So just give your 
statement. 

STATEMENT OF THE HONORABLE HERBERT M. ALLISON, JR., 

ASSISTANT SECRETARY FOR FINANCIAL STABILITY AND 

COUNSELOR TO THE SECRETARY, U.S. DEPARTMENT OF THE 

TREASURY 

Mr. Allison. Thank you. Chairman Frank, Ranking Member 
Bachus, and members of the House Financial Services Committee, 
as well as Chairwoman Velazquez, Ranking Member Graves, and 
members of the House Small Business Committee. Thank you for 
the opportunity to testify today. 

The Administration strongly believes that small businesses are 
critical to our economic recovery. We have listened to small busi- 
ness owners across the country, and we understand that they are 
facing real challenges in accessing credit. This week, the FDIC re- 
ported that lending by the banking industry fell by $587 billion last 
year, the largest annual decline since the i940’s. While the pace of 
contraction has slowed, the Fed’s Senior Loan Officer Survey has 
shown tightening credit standards for small business borrowers for 
13 straight quarters. 

We must improve credit conditions for small businesses. That is 
why the President proposed authorizing $30 billion for a new Small 
Business Lending Fund, or SBLF. The program would provide a 
strong incentive for strong- and mid-sized banks to accelerate small 
business lending. For example, if a bank used this new capital to 
increase its small business lending by 10 percent, its cost for this 
capital would fall to just 1 percent per annum. Additionally, banks 
could leverage Treasury’s investment to increase by more than the 



27 


$30 billion dedicated to the facility. It is important to note that the 
$30 billion is not a cost to taxpayers. It is an investment. We ex- 
pect that almost all of that investment will be returned to Treasury 
over time. As you know, Treasury’s previous investments in banks 
are already producing a profit to taxpayers. 

The SELF would be created through legislation to make it sepa- 
rate and distinct from the TARP. While Treasury has the authority 
to create a small business lending fund under TARP, we are con- 
vinced that if we did so, very few banks would participate. Various 
restrictions under TARP have had unanticipated consequences for 
small- and mid-sized banks. For example, a small community bank 
may not be permitted to make severance payments to a bank teller 
due to the golden parachute prohibition that applies to senior ex- 
ecutives and the next five highest paid employees. As evidence of 
banks’ reluctance to participate in TARP programs, when we re- 
opened the Capital Purchase Program for small banks with less 
than $500 million of assets, 7,000 banks were eligible to partici- 
pate. Only one new bank took funding during the next 6 months 
that the program was open. 

But simply removing TARP restrictions will not be enough to en- 
sure participation. Many banks believe there is a stigma attached 
to accepting TARP capital. They fear that competitors will question 
the soundness of their bank if they take TARP capital, even though 
all banks receiving TARP funds have had a viability determination 
from their primary Federal regulator. For these reasons, the Ad- 
ministration strongly believes that an SELF outside of TARP and 
under appropriate oversight would draw far greater participation 
by small financial institutions and thus have the greatest chance 
of increasing lending. 

Small businesses are asking for our help. The Small Business 
Lending Fund can substantially expand credit for small businesses 
across our Nation. Treasury looks forward to working with you on 
this proposal to help small businesses create jobs and contribute to 
a full economic recovery. Thank you. 

[The prepared statement of Assistant Secretary Allison can be 
found on page 93 of the appendix.] 

Chairwoman Velazquez, [presiding] Our next witness is the 
Honorable Karen Mills, Administrator of the SEA. 

STATEMENT OF THE HONORABLE KAREN G. MILLS, 

ADMINISTRATOR, U.S. SMALL BUSINESS ADMINISTRATION 

Ms. Mills. Thank you very much. Chairwoman Velazquez, 
Chairman Frank, and members of both committees. 

Small businesses continue having problems getting access to cap- 
ital. This is a situation that must be fixed. Small businesses cre- 
ated 65 percent of the net new jobs over the past 15 years, so we 
need a robust small business jobs plan that addresses these credit 
gaps. We have already taken an important step forward. I want to 
thank Congress for passing the Recovery Act and for the extension 
of the 90 percent guarantee and reduced fee provisions. 

Over the past year, we have been able to leverage $500 million 
in taxpayer dollars into more than $20 billion in the hands of small 
businesses. We have also brought more than 1,000 lenders who 
hadn’t made an SBA loan since 2007 back to SBA lending. Com- 
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pared to the weeks before the Recovery Act, this is a weekly vol- 
ume increase of more than 90 percent — and we have a slide up 
there to illustrate this — but we need to do more. 

For our small business jobs plan, we have analyzed the gaps in 
the current small business lending market and we have con- 
structed proposals that address the most critical problems. We are 
guided by three principles: build on what works; maximize limited 
taxpayer dollars; and make targeted changes as quickly as possible. 
Our plan has five key components: 

First, for community banks that don’t have capital to lend, we 
need the Small Business Lending Fund that you have just heard 
described. 

Second, for banks that have capital but are still having trouble 
taking the risk, we have asked Congress for an extension of the 90 
percent guarantee and the reduced fees through September. Those 
funds ran out at the beginning of this week. Already there are 370 
loans for more than $140 million in our queue. 

Third, for small businesses that need bigger SBA loans to create 
jobs — franchisees, manufacturers and exporters — we want to in- 
crease our top loan limits from $2 million to $5 million, and there 
is a slide on that. 

Fourth, for businesses that can’t find access to working capital, 
they have had their credit lines pulled, we need to temporarily 
raise SBA express loan limits to $1 million. There is a slide on that 
as well, and these are in your packages. 

And fifth, for owner-occupied real estate of small businesses 
whose commercial real estate mortgages need to be refinanced, we 
need to open up our 504 program. 

Finally, we know that the chairwoman and others have asked us 
to look at direct lending. We spent a lot of time working on this, 
and we have found several important concerns and unintended con- 
sequences. We currently have 75,000 branches making SBA loans. 
Duplicating their reach would require significant new SBA staff, 
and training and hiring this workforce would take too long. The ap- 
proach is costly and would increase the subsidy cost from 1 cent 
to 15 cents per dollar of lending, and we would be competing with 
and even replacing the private lenders who have now ramped up 
our SBA lending, including the 1,100 banks we have gotten back. 

The problem we are trying to solve is not that small businesses 
need direct loans. It is that they need direct access to banks that 
are making loans with our 90 percent guarantee and direct access 
to counselors that can help them get creditworthy. We today are 
providing everyone here with some information that should help in 
that manner. These are going to be the names and numbers of SBA 
lenders in your State or area and our counselors in your area so 
that you can help refer those who come to you and give them direct 
access to these programs that are working. 

Again, the principles of these proposals are to build on what 
works, to maximize limited taxpayer dollars, and to make the tar- 
geted changes as quickly as possible. We are confident that with 
these actions, we can move to fill the credit gaps and meet the 
needs of America’s small businesses. Thank you. 

[The prepared statement of Administrator Mills can be found on 
page 252 of the appendix.] 
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The Chairman. Next, Governor Elizabeth Duke of the Board of 
Governors of the Federal Reserve. 

STATEMENT OF THE HONORABLE ELIZABETH A. DUKE, GOV- 
ERNOR, BOARD OF GOVERNORS OF THE FEDERAL RESERVE 

SYSTEM 

Ms. Duke. Chairman Frank, Chairwoman Velazquez, Ranking 
Member Bachus, Ranking Member Graves, and committee mem- 
bers, thank you for the opportunity to join today’s joint committee 
hearing to discuss the availability of credit to small businesses. 

The timeliness of this hearing is highlighted by findings released 
just this week in a study by the National Federation of Inde- 
pendent Business. They have found that of small employers who 
attempted to borrow in 2009, nearly one-half received all the credit 
they wanted, but almost a quarter received no credit at all. This 
compares to a similar study in 2005 when nearly 90 percent had 
most or all of their credit needs met and only 8 percent obtained 
no credit. 

These statistics are concerning to me in my role as a policymaker 
and a bank supervisor, but they are also distressing to the part of 
me that spent 30 years as a community banker and a small busi- 
ness lender. I know all too well the anguish of businesses strug- 
gling for survival and the bankers trying to meet the needs of their 
customers in the face of mounting credit losses. While conditions in 
financial markets continue to improve, access to credit remains dif- 
ficult for many smaller businesses that largely depend on banks for 
credit. Risk spreads on small business loans at banks have contin- 
ued to rise, and the decline in loans outstanding has been stark. 
A number of factors are contributing to the reduction in bank 
loans. For instance, in response to rising levels of delinquent and 
nonperforming loans, banks have reduced existing lines of credit 
sharply and have tightened their standards and terms for new 
credit. In addition, banks with capital positions that have been 
eroded by losses or those with limited access to capital markets 
may be reducing risky assets to improve their capital positions, es- 
pecially amid continued uncertainty about the economic outlook 
and possible future loan losses. 

The reduction in the availability of credit, however, is not the 
whole story. There is also less demand for credit. As businesses re- 
duced inventory levels and capital spending, they tend to pay down 
debt and build cash positions. And while some potential borrowers 
seek less credit, others are ineligible to borrow. Weakened balance 
sheets, reduced income, falling real estate collateral values, and in 
some cases a recent history of payment problems, have made it dif- 
ficult for some businesses and consumers to qualify for loans, espe- 
cially under current stricter standards. 

A significant fraction of small businesses rely upon personal as- 
sets and consumer credit to fund their operations, thus small busi- 
nesses are impacted by tight conditions for consumer credit in addi- 
tion to those for business credit. 

And finally, small business lending is often based on relation- 
ships that are solidified over time, and when those existing rela- 
tionships are broken, small businesses find it quite difficult to es- 
tablish similar arrangements with a new bank. 
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Improvement in a number of the conditions that depressed lend- 
ing in 2009, however, lead me to be optimistic that we may begin 
to see an increase in bank loans later this year. Economic condi- 
tions, the most important determinant in the demand for and avail- 
ability of small business lending, have improved considerably since 
the early and middle part of last year. In response, bank attitudes 
toward lending, including small business lending, may be shifting. 

In the January Senior Loan Officer Opinion Survey, the number 
of banks that reported the tightening of credit standards for small 
business lending no longer outnumbered the banks that reported 
an easing of lending standards. 

The Federal Reserve has been working with banks to foster im- 
proved access to credit and prudent underwriting of new loans, and 
we will continue to do so. I believe that the considerable support 
we gave to bank lending through accommodative monetary policy 
and borrowing facilities has been critically important. In addition, 
to ensure that supervisory policy does not inhibit lending, the Fed- 
eral Reserve joined with the other banking agencies and super- 
visory guidance that emphasized the need for banks to continue to 
meet the credit needs of creditworthy borrowers while maintaining 
appropriate prudence in lending decisions. 

Recent guidance covering commercial real estate lending also en- 
courages banks to work with borrowers to restructure troubled 
commercial real estate loans in a prudent manner and reminds ex- 
aminers that absent other adverse factors, a loan should not be 
classified as impaired based solely on a decline in collateral value. 

The Federal Reserve has supplemented and reinforced this guid- 
ance through outreach to banks and training for bank examiners 
in a variety of forums. The reserve banks are also conducting a se- 
ries of regional and topical meetings on small business access to 
credit. Some, such as the ones held this week on minority entrepre- 
neurship and SB A lending, will focus on specific topics. Others will 
focus on identifying regional differences in credit availability. Meet- 
ings will be followed by a capstone event at the Board of Gov- 
ernors. 

In summary, the Federal Reserve is committed to using all avail- 
able tools to maintain the flow of credit to the economy, especially 
the critically important small business market. 

We thank you for holding this important hearing, and I look for- 
ward to your questions. 

[The prepared statement of Governor Duke can be found on page 
188 of the appendix.] 

The Chairman. Next, we have John Dugan, the Comptroller of 
the Currency. 

STATEMENT OF THE HONORABLE JOHN C. DUGAN, COMP- 
TROLLER, OFFICE OF THE COMPTROLLER OF THE CUR- 
RENCY 

Mr. Dugan. Chairman Frank, Chairwoman Velazquez, Ranking 
Member Bachus, Ranking Member Graves, and members of the 
committees, I appreciate this opportunity to discuss the lending ac- 
tivities of national banks and the OCC’s actions to maintain a su- 
pervisory climate that facilitates sound lending to consumers and 
businesses. 
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Access to credit is critical to the health of our Nation’s economy, 
and national banks play a vital role in meeting this need. The OCC 
has always encouraged national banks to lend to creditworthy bor- 
rowers. In fact, banks cannot be healthy and profitable if they do 
not continue to focus on making sound loans to businesses and con- 
sumers. While there are signs that the economy is beginning to re- 
cover, significant stresses continue to restrain both the demand for 
credit and its supply. The result has been a sharp reduction in the 
outstanding loans of commercial banks of all sizes and across near- 
ly all loan categories. 

In terms of demand, businesses have sharply curtailed capital ex- 
penditures and reduced inventories, the typical drivers for commer- 
cial bank loans. Indeed, the recent cutbacks in fixed investment in- 
ventories and accounts receivable by U.S. nonfinancial companies 
is unprecedented in the past 55 years for which we have historical 
data. Consumers, likewise, have cut back on spending and are sav- 
ing a larger share of their income. 

The resulting reduction in loan demand has been pronounced, in- 
cluding for small businesses. Reports issued by the National Fed- 
eration of Independent Business over the past 2 years have consist- 
ently shown that underlying business conditions rather than access 
to credit is the primary issue facing many small business owners. 
Still, the decline in loans also reflects the reduced supply of credit. 
As the deteriorating economy has taken a toll on consumers and 
businesses, bankers have also become more cautious. Loan under- 
writing standards generally have tightened across the industry, re- 
flecting in part a return to more prudent practices and in part be- 
coming more conservative. These changes have resulted in higher 
downpayments, additional collateral, and other requirements that 
have clearly affected the ability of some borrowers to obtain credit. 

We recognize that this environment presents particular chal- 
lenges to the OCC and the other banking regulators. It is impera- 
tive that we take a balanced and consistent supervisory approach 
to ensure that our actions do not discourage banks from making 
loans to creditworthy borrowers. Many have questioned whether 
the regulatory pendulum has swung too far to the point where reg- 
ulators and examiners are impeding banks’ ability to make even 
prudent loans. This is a matter we take very seriously, and we 
have taken numerous steps and are continuing to take such steps 
throughout this credit cycle to ensure that examiners are taking a 
balanced, fair, and consistent approach across the country. These 
actions have included interagency statements on commercial real 
estate loan workouts and small business lending, both of which 
clarify our expectations and underscore that examiners will not 
criticize banks for prudent lending activities. 

We have reinforced these messages through regular and repeated 
communications with our examination staff. For example, we have 
consistently instructed examiners not to tell bankers which loans 
to approve and which to deny and not to criticize loans based sim- 
ply on collateral values or a borrower’s association with a par- 
ticular industry or geographic location. Instead, we continue to 
stress that national banks should do the following: make sound 
loans to creditworthy borrowers; work with borrowers who are fac- 
ing difficulties; and recognize and address problem credits by main- 
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taining appropriate reserves and taking charge-offs when repay- 
ment is unlikely. 

We also continue to work with Congress, the Administration, and 
the industry on programs that can provide additional assistance to 
the hardest-hit sectors. We support a number of small business 
lending initiatives, and we have worked hard to help bankers un- 
derstand and more fully use the various programs offered by the 
SBA. 

Finally, let me offer one cautionary note. While we should be 
very careful not to encourage the banks we supervise to become ex- 
cessively conservative, we simply cannot turn a blind eye to in- 
creasing losses and mounting credit problems — 185 banks have 
failed since the start of the crisis, including 33 national banks. Es- 
timated losses to the FDIC exceed $57 billion already, and we are 
likely to have even more failures in 2010 than the 140 that we had 
last year. In this environment, we need to avoid the kind of for- 
bearance that put off problems and caused such huge losses in the 
savings and loan crisis, an experience that led Congress to enact 
the prompt corrective action regulatory regime in 1991. That re- 
gime reinforced to supervisors how important it is for institutions 
to realistically recognize losses and deal with them both to avoid 
further problems, and even more important, to put themselves in 
a better position going forward to make loans to creditworthy bor- 
rowers. 

Thank you. 

[The prepared statement of Comptroller Dugan can be found on 
page 159 of the appendix.] 

The Chairman. Next, Martin Gruenberg, who is the Vice Chair 
of the Board of Directors of the FDIC. 

STATEMENT OF THE HONORABLE MARTIN J. GRUENBERG, 

VICE CHAIRMAN, FEDERAL DEPOSIT INSURANCE CORPORA- 
TION 

Mr. Gruenberg. Thank you. Chairman Frank, Chairwoman 
Velazquez, Ranking Member Bachus, Ranking Member Graves, 
and members of the committees. I appreciate the opportunity to 
testify on behalf of the FDIC on the state of lending and credit 
availability for small business and commercial real estate. 

Adverse credit conditions and stressed balance sheets have cre- 
ated a difficult environment for borrowers and lenders. Large 
banks have significantly cut back on lines of credit to consumers 
and to small business. In addition, small- and mid-sized institu- 
tions who tend to make business loans secured by residential and 
commercial real estate are dealing with the effects of large declines 
in real estate values which tend to reduce the collateral coverage 
of existing loans and make it more difficult for household and small 
business borrowers to qualify for new credit. 

In response to these challenging economic circumstances, banks 
are clearly taking more care in evaluating applications for credit. 
While this more conservative approach to underwriting may mean 
that some borrowers who received credit in past years will have 
more difficulty receiving credit going forward, it should not mean 
the creditworthy borrowers are denied loans. As bank supervisors, 
we have a responsibility to encourage institutions regularly and 
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clearly to continue to make soundly structured and underwritten 
loans. 

Acknowledging this responsibility, the FDIC and the other bank 
regulators supplemented prior guidance and issued the interagency 
statement on meeting the credit needs of creditworthy small busi- 
ness borrowers earlier this month to emphasize that examiners fol- 
low a balanced approach in assessing small business lending. The 
statement recognizes that many small businesses are experiencing 
difficulty in obtaining and renewing credit to support their oper- 
ations. It is clear that for a number of reasons the small business 
credit availability has tightened. 

The FDIC and the other bank regulators believe that continued 
sound lending to creditworthy borrowers is critical to the long-term 
success and health of the small business sector and their lenders. 
This statement indicates that financial institutions should under- 
stand the long-term viability of a borrower’s business and focus on 
the strength of a borrower’s business plan to manage risk rather 
than using portfolio management models that rely primarily on 
general inputs, such as borrower’s geographic location or industry. 
This new guidance states examiners will not adversely classify 
loans solely on the basis of a decline in the collateral value below 
the loan balance or the borrower’s association with a particularly 
stressed industry or geographic region. 

I would note that the FDIC has also reached out to the industry 
to help us frame policies and supervisory procedures that will help 
lenders navigate through this credit cycle and become more com- 
fortable extending and renewing loans. One of the first steps in 
this process was to establish the FDIC’s Advisory Committee on 
Community Banking in mid-2009 to better enable our board and 
senior management to have a dialogue with the industry on how 
we can improve our supervisory programs and foster improved 
availability of credit. The advisory committee met most recently on 
January 28th, where we discussed many of the issues we are dis- 
cussing today in this testimony, including credit availability and 
access to capital markets. The advisory committee will continue to 
meet regularly and provide direct input from community bankers 
on the many critical issues they face. 

Over the past year, through guidance, the examination process, 
and other methods, the FDIC has sought to encourage banks to 
maintain the availability of credit while striving to balance these 
considerations with prudential safety and soundness requirements. 
Striking the appropriate balance remains our greatest challenge. 

Thank you very much. 

[The prepared statement of Vice Chairman Gruenberg can be 
found on page 219 of the appendix.] 

The Chairman. And finally, John Bowman, Acting Director of 
the Office of Thrift Supervision. 

STATEMENT OF JOHN E. BOWMAN, ACTING DIRECTOR, 
OFFICE OF THRIFT SUPERVISION 

Mr. Bowman. Good afternoon. Chairman Frank, Chairwoman 
Velazquez, Ranking Member Bachus, Ranking Member Graves, 
and distinguished members of the committees. Thank you for the 
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opportunity to testify today on behalf of the Office of Thrift Super- 
vision. 

I think we all recognize that banks and thrifts remain under tre- 
mendous stress due to the continued declines in home prices, high 
unemployment rates, pressures on commercial real estate, and the 
improving but still hobbled secondary market for mortgages. We 
need look no further than high levels of delinquent loans in home 
foreclosures and the increasing number of financial institutions 
that are troubled or failing under this strain. 

As a counterweight to the stress, financial institutions are build- 
ing capital levels and loan loss reserves, thereby making fewer dol- 
lars available to lend to consumers and businesses. No one wants 
to return to the days before the recession when too many loans 
were made using underwriting criteria based not on the borrower’s 
ability to repay but on the value of the collateral, value that we 
now know was fleeting. But we also recognize the economy will not 
recover fully until financial institutions resume lending at levels 
that can help sustain a thriving economy. 

Many sources of credit before the recession, such as highly lever- 
aged and underregulated nonbank businesses that often main- 
tained loose underwriting standards, have gone out of business. 
Their departure from the marketplace leaves borrowers more de- 
pendent than ever on regulated banks and thrifts, and as a result, 
lending by these institutions is more essential. 

The question before us today is whether banks and thrifts are 
tightening credit to an unreasonable level beyond what is prudent 
for safety and soundness and what regulators can do to ensure that 
the financial institutions that they regulate strike the right balance 
between lending and safety and soundness. I have seen some ex- 
ecutives at banking institutions quoted as saying that they want to 
lend more but that their regulators won’t let them. In some cases, 
that is certainly true. An institution with soaring levels of bad 
loans and insufficient capital faces the all too real prospect of fail- 
ure if capital and loan loss reserves do not increase. 

And to state the obvious, a closed institution doesn’t make any 
more loans. The regulator might be painted as the culprit in re- 
stricting lending, but on the other hand, the regulator might also 
succeed in helping the institution return to a healthy condition so 
it can resume meeting the financial services needs of families and 
businesses in its community. 

For healthy institutions, let me make clear that the OTS is en- 
couraging all types of loans allowed under the thrift charter as long 
as thrifts follow prudent underwriting standards to ensure each 
borrower’s ability to repay. The OTS and other regulators have 
made this position very clear to regulated institutions twice in re- 
cent ^idance, and at the OTS we have taken several steps out- 
lined in my written testimony to make sure our regional offices and 
examiners in the field are in lockstep with Washington on this 
issue. 

I also note in my written testimony that small business lending 
is fully consistent with the mission of the thrift industry to serve 
America’s consumers and communities. However, thrifts are lim- 
ited by law in the amount of small business lending they can do. 
This restriction makes less credit available to small businesses. 
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and although the House Financial Services Committee has voted 3 
times to remove the cap on small business lending, and the full 
House has passed it twice, this provision has never been enacted 
into law. 

Thank you again for having me here today, and I am happy to 
answer your questions. 

[The prepared statement of Acting Director Bowman can be 
found on page 114 of the appendix.] 

The Chairman. We have 1 hour and 35 minutes with this panel, 
and I am going to forgo my own questions in the interest of accom- 
modating other members. 

Next for the Financial Services Committee, we have Mr. Foster 
of Illinois. 

Mr. Foster. Thank you all for appearing today. I will start off 
by saying that I am a big fan of loan incentives. I am for viable 
business in the existing conditions. I think that is something we 
just have to do. And I concur with Administrator Mills’ conclusion 
that we must work with existing institutions, that there simply is 
no time to bootstrap a new direct loan program because of the staff 
issues. 

So my first question is, do you think that the programs that are 
being talked about are dealing adequately with a moral hazard 
that particularly when you start getting into issues like refi- 
nancing, really the 504 program and so on, that banks may have 
an incentive to push off their problem loans onto SBA refinancing? 
And do you think that moral hazard is being adequately addressed? 

Ms. Mills. Thank you for your question. We have proposed a se- 
ries of activities that are built on what has been successful so far. 
So in the past year, we raised our loan guarantees to 90 percent, 
and we took very seriously this issue, would we experience this 
moral hazard that you described? Instead, we have found that 
there is great demand because banks want to make good loans but 
for various reasons can’t take those risks. And as their credit box 
moved up, ours moved up under them, and in fact, the credit scores 
on the loans that we did — this $20 billion over this last year — are 
actually higher than the credit scores from 2007-2008. 

In the case of the 504 proposal, we are looking at refinancing 
owner-occupied real estate, not commercial real estate that has 
been speculative, but a dentist who owns his dentist office, a manu- 
facturer who might own the warehouse, and that those loans be in 
good standing. We know there is a significant amount of them that 
were done in 2005, 2006, and 2007 with 5-year bullet refinancing 
provisions that will come due in 2010, 2011, and 2012, and this 
proposal is constructed to meet the needs of those which have been 
owner-occupied and not been in default, but for various reasons 
their banks won’t be able to take on the refinancing. 

Mr. Foster. Okay. Thank you. Do any of the other panelists 
have comments on the moral hazard problem? 

I guess the second general question I had concerns the right 
sizing of these programs. It is obvious that in an efficiently de- 
signed program, the larger the program, the deeper you are going 
to have to reach into less creditworthy borrowers, and at some 
point that will increase the risk of the government running these 
programs at a lost. However, strictly from the point of view of the 
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greedy taxpayer who wants to minimize the national debt when 
this all plays out, it may make sense for the government to operate 
these at a loss, particularly because in the case of refinancing, for 
example, the hole in the economy that exists when a company fails 
puts people onto unemployment, onto food stamps and so on and 
so forth. So that when you do the overall optimization, it may make 
sense for the government to run these at a modest loss. 

Has anyone done that sort of analysis to determine the optimal 
size of these programs? 

Mr. Allison. Perhaps I could respond to your question. Con- 
gressman. From the standpoint of the Treasury and our advocacy 
of the Small Business Lending Fund, we have sized that program 
at $30 billion. If you look at the total amount of small- and mid- 
sized bank lending on their books today, it is about $550 billion. 
If this program were funded by Congress, we could increase lend- 
ing, we think, by at least 10 percent. We think that is a reasonable 
amount. It is prudent. We think the costs of this program — let me 
stress, this would be an investment in banks. We expect to get al- 
most all of that money back. The cost to the taxpayer we think will 
be quite low. 

Mr. Foster. In which case it is too small, put by the line of logic 
that I just went through. 

Mr. Allison. Let me say though that we would be investing in 
viable banks deemed by the regulators to be viable, and that is the 
vast majority of these banks today. We already have experience 
with investing in banks. We have invested through the TARP in 
700 banks, and to date the taxpayer has obtained a profit, even 
though that was a very large amount of — 

Mr. Foster. Would it be possible for you to get back with some 
sort of estimate of, you know, the other part of that equation that 
I went through? 

Mr. Allison. Certainly. 

Mr. Foster. It would be very valuable in understanding what 
the rights are. 

I guess the third point I would like to raise — 

The Chairman. Your time has expired. 

Mr. Foster. I yield back. 

The Chairman. The gentlewoman from Illinois, Mrs. Biggert. In 
fairness to Members, I can see the clock. I didn’t realize nobody 
else could. 

Mrs. Biggert. Thank you, Mr. Chairman. And I thank all of you 
for being here today. I appreciate your testimony, but it seems to 
me — it is unfortunate that what you are saying in Washington is 
very different from what is happening with your examiners and re- 
gional supervisors on the ground and from what I hear from them. 
Let me just give you a couple of examples. 

One of my constituents has said, “Overzealous regulators have 
swung the pendulum too far toward regulatory overkill, 
compounding lack of available credit that otherwise would be avail- 
able to the public. The bank regulators are forcing arbitrary write- 
downs on performing loans, excessively high loan loss reserve, cap- 
ital and liquidity requirements. All of these actions reduce the 
amount of available credit that might otherwise might be available. 
Every day, bankers are being told by their regulators to not make 
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loans and in fact reduce their existing loan portfolios. The only via- 
ble and practical way to increase bank lending activities is to get 
the regulators back to a commonsense and realistic approach in 
their examinations.” 

And secondly, another bank, “We have encountered an issue dur- 
ing our last exam regarding an unsecured loan that has always 
been and continues to remain current on its payments. Due to lack 
of collateral and the borrower’s tight cash flow, we had fully re- 
served for the loan. Thanks to our being so prudent, the examiners 
made us charge the loan off as a complete loss because it was fully 
reserved. So why not? Keep in mind we are receiving timely pay- 
ments but we can’t return the reserves to capital. As payments are 
received for the loan, we have to wait until the full loan is paid 
off” 

And I have heard multiple times about this. Particularly the con- 
cern that they have is where they are asked to devalue a loan 
where they are receiving full payment on the loan and continuing, 
and the regulator will say, “Well, it is going to go down maybe next 
year. So you need to devalue it now.” And then put that on top of 
the increase for the FDC in the assessments. We are seeing so 
many banks that then their ratings are lowered. 

So if you could just briefly comment on that. Maybe Ms. Duke 
or Mr. Dugan? 

Ms. Duke. Thank you. Congresswoman. I hear the same stories 
over and over and over again, and we are incredibly focused on try- 
ing to run down specific instances to make sure that we are com- 
municating with the examiner in the field to make sure that the 
examiner in the field knows what to do. That was one of the rea- 
sons there were so many examples in the commercial real estate 
guidance. And in fact, I sat down with examination staff and 
played the part of the banker, and we argued each one of those 
loans as if it were a loan in my bank. 

I think we have to communicate with it. To the extent that you 
hear that from people in your district and you can identify who the 
regulator is, we would very much like to know the specific in- 
stances so that we can follow them up. 

Mrs. Biggert. Good. When will we receive the results of the 
guidelines and the work that you have done recently? I mean, these 
are not old but they are not yesterday. Will we see a change? 

Ms. Duke. It is very difficult to measure, and we are working on 
ways that we might be able to measure it. But we do have one sort 
of preliminary thing, and that is troubled debt restructurings, 
which are loans that have been restructured, shown on the balance 
sheets of the banks, increased 32 percent in the fourth quarter of 
2009, and this guidance came out in October. So that is one very 
small encouraging sign that at least some workouts are taking 
place. 

Mrs. Biggert. And there was one case too that I have where the 
field operator okayed everything that they did and then the super- 
visor came in and changed it, taking away the capital that they 
had. So I am concerned about that. 

Can anybody really define “creditworthy?” Is there a standard 
definition? You all mention it. But is there? Okay. Well, I won’t 
waste time then. 
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Mr. Dugan, could you respond, and maybe Mr. Gruenberg, to the 
question that we have been discussing? 

Mr. Dugan. Yes, to the more general question, not the definition 
of creditworthy. I agree with Governor Duke’s remarks. We have 
spent an awful lot of time trying to walk through the individual ex- 
amples with our examiners. And let me say, we have been spend- 
ing an awful lot of time not just now but coming into the crisis, 
on dealing with, anticipating, and then working with our exam- 
iners to work through the problems. I can’t emphasize enough, 
however, that individual circumstances really do matter. 

Remember, we have a ton of banks failing now, and the number 
on the problem bank list of the FDIC is now up over 700 banks. 
So you really do have to look hard at the individual circumstances 
to figure out which are places where there might be some undue 
stress on the examiner, or where the bankers are not realistically 
recognizing the problems that they are confronting. 

The Chairman. I am going to ask unanimous consent for 1 
minute. The ranking member and I just had a conversation. Mr. 
Bowman, you jogged our memory. You are right. This committee 3 
times — twice under a Republican Majority and once under a Demo- 
cratic Majority — voted to give an additional 10 percent lending 
under the qualified thrift lender if it was just small business, the 
additional 10 percent. We have passed it twice through the com- 
mittee. It went through the House. We neglected to get to it. I have 
just spoken to the ranking member and we are going to give that 
very favorable consideration. 

Mr. Bowman. Mr. Chairman, I would suggest the bill that passed 
providing for unlimited small business lending. There would be no 
cap on it. 

The Chairman. Right. That may be more than we can do, but we 
will certainly increase — I think there is an agreement that we will, 
as we have done 3 times before — in fact, the ranking member was 
chairman of the subcommittee when it was done in the committee 
in one case. So an increase in the small business lending cap for 
thrifts will be given very serious consideration. 

I thank you for calling this to our attention. The chairmanship 
has just moved. 

Chairwoman Velazquez. Thank you. Comptroller Dugan, I am 
curious about Administrator Mills’ response to Congressman Foster 
from Illinois when she emphasized that the Administration’s CRE 
refinancing proposal would only be for performing loans. Thus, a 
loan’s past performance fully indicates a borrower’s ability to 
repay, particularly on CRE loans. 

Mr. Dugan. Okay. I am sorry. And the question is whether — 

Chairwoman Velazquez. If past performance by itself will indi- 
cate a borrower’s ability to repay, so that they could use the 504 
to refinance? 

Mr. Dugan. I don’t know the particulars of the 504 standards. 
But at least the way we look at loans, it is certainly very relevant 
what the past performance has been, but it is not the only thing. 
It has to do with what is the current projection of the cash flows 
to support repayment on the project, which is critical to under- 
standing whether it is a — 

Chairwoman Velazquez. Ms. Duke? 
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Ms. Duke. I would agree. The standards for the 504 program are 
very different from the way we look at it. But there are some provi- 
sions in the CRE guidance to take a loan — say you had a loan for 
$1 million. The cash flow would support $800,000, to refinance that 
loan into a performing piece, the A piece, and then the less per- 
forming piece, the B piece, and treat those two pieces separately. 

Chairwoman Velazquez. Well, in addition, I will remind the Ad- 
ministration that the 504 loans cannot be used for the refinancing 
of maturing debt. 

Mr. Allison, we are here because the banks are saying that you, 
the regulators, are responsible for the lack of financing provided to 
small businesses by financial institutions. Under the Administra- 
tion’s $30 billion proposal for small business lending, should we all 
expect that this is going to trickle down and that it will incentivize 
institutions to lend to small businesses? 

Given that in the past when we discussed the TARP money, we 
didn’t see the results of that money trickling down to small busi- 
nesses, what would keep lenders from hoarding this money or 
using it to cover potential losses from commercial real estate? 

And I guess that you were all looking and listening to Chairman 
Bernanke when he talked about the next wave of defaults in the 
real estate area. 

Mr. Allison. Yes. Chairwoman Velazquez, thank you very much 
for that very important question, your first question being, why 
will banks lend more under this new Small Business Loan Fund 
than they did under the TARP capital programs? 

One very important difference is that TARP was intended to pro- 
vide capital for banks to assure their viability going forward under 
stressful conditions. This program has been designed to provide a 
powerful incentive for banks to lend because, as you know, the divi- 
dend rate on this new capital can drop dramatically if and only if 
the banks lend incrementally beyond where they are today. 

A couple of other points, the small banks we are talking about 
have done a pretty good job of maintaining lending balances during 
this very difficult recession. We think many of them are eager to 
lend, and by providing them with more capital — in this case, cap- 
ital that could increase their Tier 1 capital by 30 to 50 percent — 
they should be more confident about being able to support their ex- 
isting assets and increase their lending at the same time. 

Chairwoman Velazquez. You know, it just brings back memories 
of when Chairman Paulson was sitting right there, telling us, don’t 
worry, don’t put any restrictions on any of these funds, because I 
can guarantee that lending from financial institutions will happen 
for small businesses. And today, a year later, we are seeing the 
consequences. 

Let me ask you, what will be plan B if the $30 billion doesn’t 
produce what you are expecting? 

Mr. Allison. Chairwoman Velazquez, we have designed this pro- 
gram after consultations with many banks around the country and 
with banking associations, and we have been assured by them that 
they would view this plan as quite different. Now what is very im- 
portant is that this lending fund be authorized outside of TARP be- 
cause, as I mentioned in my testimony, many banks are extremely 
reluctant to take part in any TARP program because of what is 
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called a TARP stigma. I am the person who is responsible for the 
TARP. I can tell you that a TARP program would not he nearly as 
effective to achieve your goal of stimulating lending as a program 
would he outside of TARP. So I would urge respectfully the Con- 
gress to enact new legislation so the hanks would he willing to take 
the money. 

Mr. Bachus. Mr. Chairman, could I just ask for a clarification? 

The Chairman. Sure. 

Mr. Bachus. You were talking about being responsible for the 
TARP. Are you talking about the Capital Purchase Plan? Are you 
talking about the whole TARP? 

Mr. Allison. Sir, I manage the Office of Financial Stability with- 
in the Treasury which oversees all of the TARP programs. 

Mr. Bachus. Okay. 

The Chairman. The Republican side on Small Business. 

Mr. Graves. Mr. Coffman? 

Mr. Coffman. Thank you, Mr. Graves. My question is — well, let 
me express a concern first. I think some of you have stated that 
we have to achieve a regulatory balance, and that is very difficult 
to do. But it seems as if we have shifted in a way where we are 
trying to establish a risk-free environment, and I am not sure in 
a free-market system if you can do that. And I think that, you 
know, when I hear from some of you about the range of options 
available, that when the underlying asset has gone down in value, 
but the loans are performing loan, that you don’t need to write 
down that loan. But a lot of the regulators from my under- 
standing — at least in my congressional district — are. 

Congressman Perlmutter and I did a kind of joint roundtable 
with a lot of our community bankers, and they certainly expressed 
concerns for the regulatory environment in terms of their ability to 
loan in particular to small business. I would like to defer the bal- 
ance of my time to Congressman Perlmutter to talk about what we 
are working on here. 

Mr. Perlmutter. Thank you. Mr. Dugan, you hit right on it, 
about forbearance. We have one bill that would allow — if somebody 
has continued to pay on time and hasn’t missed anything but their 
collateral has been written down — that they still continue to — that 
there be forbearance against the banks so the bank can forbear 
with its customers so they can get to the light at the end of the 
tunnel. I will just say to you, if we were operating under the same 
standards in the 1980’s, which you mentioned, in Colorado that we 
are today, we wouldn’t have any banks in Colorado. They would 
have all been gone. There was a forbearance opportunity. We ended 
up with half of our banks. We lost half our banks. We kept half 
our banks. 

So I think Congressman Coffman and I, based on our roundtable 
and what we have experienced here, is that we think that there 
ought to be some kind of forbearance. So I am going to let you re- 
spond because I know you don’t agree, but let the committee know 
why you don’t agree. 

Mr. Dugan. Okay. I am happy to do that. I guess I disagree with 
the conclusion that you wouldn’t have had any banks. I think the 
conclusion that most of us took who lived through that time in the 
1980’s was that the forbearance caused problems to be delayed and 
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not resolved on time. And as a result, the costs escalated dramati- 
cally to over $200 billion. 

Mr. Perlmutter. But I would respond and say that virtually 
every bank that stayed alive was operating under a memorandum 
of understanding. So there was forbearance. Then you had your 
RTC costs, but we have already put $700 billion through the TARP 
program to try to keep things alive so that we can get to the light 
at the end of the tunnel. 

Mr. Coffman and I had a little company called Big Papa’s. They 
had two restaurants, and they were going for a third restaurant. 
They went to 40 banks to just get a $250,000 line of credit, and 
they couldn’t get it because of tightened regulations. And I would 
turn to Ms. Mills, even under the SBA, for whatever reason, they 
couldn’t get it. Eventually, because of the work that we did, they 
got it. We got 50 new jobs. This isn’t just a credit cycle issue. This 
is a demand cycle jobs issue, and we have to get our people back 
to work. And I know you and I have had this debate probably over 
the last year now, the balance between prudence and lending. But 
there is a whole another thing that the Congress has to consider, 
and that is getting people back to work. 

So Ms. Mills, have your SBA guidelines tightened up over the 
last year-and-a-half? Or have they eased up at all? 

Ms. Mills. Our job at the SBA is actually to provide credit else- 
where. So we come in when a bank can’t make the loan without 
a little bit of help. We have continued to do that and, as you can 
see from our charts, expanded to really fill a large part of the gap 
as banks have pulled back on their credit. 

The second thing, I would just say in answer to your issue, is 
that we share your concern that banks at the ground level need to 
fully know these communications that we are hearing here because 
we hear the same issues and confusions. But we stand ready to 
help them mitigate the risk because with a 90 percent guarantee, 
that portion is not considered to be risk capital on the bank’s 
books, and therefore with an SBA guarantee, they can take a lot 
of that risk out. We just need to be able to — with the increased 
loan size — do something, for instance, for a third restaurant. That 
is usually a loan size issue for us. 

The Chairman. Does the gentleman want another 15 seconds? 

Mr. Perlmutter. I will yield back to my friend from Colorado. 

The Chairman. You yielded him back nothing. 

Mr. Perlmutter. When it comes back to my time, then I will 
yield to him. 

The Chairman. I will now recognize the gentlewoman from Illi- 
nois. But I just have to say two things. First of all, I know people 
are coached from time to time to say, oh, thank you for that ques- 
tion. If all the witnesses would stop saying, thank you for the ques- 
tion, we would get another 20 minutes. Because we don’t believe 
you anyway that you are really that grateful, and you shouldn’t be. 

But more importantly, I tell you this is my frustration, when we 
raise anyone’s question, you are there running your agencies. We 
are listening to people. You can make a very good defense of every 
single thing you did. But if all we are getting is a defense of every 
single thing you have ever done, there is no change in the status 
quo, and we have a problem. So I urge you not to be totally defen- 
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sive. It is entirely possible that you have done very good things in 
a very difficult situation, but we still need to do a little extra. And 
the frustration is, when we get it, as I said, issue by issue, decision 
by decision, a perfectly plausible defense of what has happened. 
But then people go away saying, I guess there is no change. 

The gentlewoman from Illinois? 

Ms. Bean. Thank you, Mr. Chairman. Thank you all for sharing 
your expertise and your experience with us today on such an im- 
portant topic. I particularly want to acknowledge the great work 
and efforts that you have done at the SBA to Karen Mills, and your 
staff does a really good job in Chicago and in Illinois. When we 
have done — even in the suburban district that I represent — forums, 
which I regularly do with our area businesses, we have invited the 
SBA to participate. They educate people on the loan programs that 
are available. They direct them to the increasing number of banks 
that are now participating in the SBA loans. I have been advo- 
cating for a new and improved SBA since I came to Congress. I 
think you are really delivering against that, and I am glad you are 
asking for additional resources. 

What was most disconcerting about your testimony was when 
you talked about the $90 million that has already been approved 
in the queue but you are running out of funds. So we need to con- 
tinue to provide that support so those loans can continue. 

Now in your testimony, you talked about your principles for sup- 
porting job growth and economic growth, build on what works, 
maximize effectiveness, protect taxpayer dollars, and make tar- 
geted changes quickly. Given that my understanding is that to 
build the type of infrastructure that you would need to support the 
direct loan program that some are advocating for would not only 
take longer — in other words, to establish the necessary organiza- 
tion — ^but that it would cost 15 times more. Am I correct on that? 
How does that align with what we are all trying to do in getting — 
as you have already gotten $20 billion of loans since the stimulus — 
out to small business? Does this align with those goals? 

Ms. Mills. As you mentioned, our principles are to try to build 
on what works. And what has been working is the Recovery Act, 
90 percent guarantee, and the fee reductions. But there is still a 
gap. And that is why we have taken each piece of the gap and tried 
to fill it with a program that addresses what we have heard as we 
have gone around the country and gotten the problems from the 
banks. 

So there are still gaps out there, and we have an array of things 
that we want to get at. We have a pretty good track record so far 
in going through our 75,000 banks. We have 1,000 of them that 
stepped back up. That is why we are saying, we can get out faster 
using the tools we have. 

Our issue is not really direct lending. A borrower doesn’t care 
where the money comes from. They care that they are not getting 
it right now. So we want to really push the throttle forward on this 
direct access issue, which is we need to get those borrowers con- 
nected to the bank networks that are lending in the communities. 
That is why the capital helps us. That is why the increased guar- 
antees help us. That is why the increased loan sizes help us. And 
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if we do that and we still have somebody who is not bankable, we 
want to get them into our network of counseling. 

We found in North Carolina that 60 percent of the people we got 
into our Small Business Development Centers who were rejected 
from the banks, we could actually get them bankable by helping 
them with their package. They might not have done their business 
plan so correctly, and maybe 2 years ago you didn’t need a business 
plan to get a loan. Well, now you need that. 

So we are going to accelerate those efforts. 

Ms. Bean. I have one other question for you, and then I would 
like to go to Comptroller Dugan. My other question for you is, it 
is estimated SBA-backed loans account for about 10 percent of the 
small business lending marketplace. How would you categorize re- 
cent changes with your plan of what overall share of lending in the 
small business marketplace has been in the past year and moving 
forward? 

Ms. Mills. Well, as Chairman Frank has suggested — and I take 
this opportunity to identify something that we would like to have 
that we don’t have today, which is more data. We actually have 
very little data to size the small business lending market. That 
said, we estimate that we used to be about 10 percent. We think 
we are a much greater share at this moment. And with these pro- 
grams as — it is hard to differentiate what is demand-driven and 
what is supply-driven. But we estimate that with these programs, 
we should be able to close those gaps and be a larger share of the 
market. 

Ms. Bean. Thank you. 

For Comptroller Dugan, the Administration has proposed tempo- 
rarily opening up the SBA 504 program to commercial mortgage re- 
financing. Given the growing concerns over what is happening with 
the commercial real estate market, and the number of maturing 
loans on the books about to come due, many of which have fallen 
in value and may continue to fall, is there more that we should be 
doing to address that? 

Mr. Dugan. Congresswoman, I do think there is more. The bank- 
ers that we talk to think that increased SBA lending limits, on the 
504 program in particular, would be something that would cause 
them to do more lending than they otherwise would. We have got- 
ten our bankers together to sit down with Treasury as they have 
tried to suggest what are real-world practical issues with the cur- 
rent SBA program that could be addressed. I think that was a 
helpful set of discussions that I think led to some productive, pro- 
posed changes. 

Ms. Bean. I appreciate it. I yield back. 

The Chairman. The gentleman from California, Mr. Royce. 

Mr. Royce. Mr. Chairman, I was going to ask Mr. Gruenberg a 
question. I have heard from several banks out in California that 
they are concerned with the treatment of commercial real estate 
loans, and I think we are talking about roughly $3 trillion in com- 
mercial real estate loans right now that are either on the books of 
the banks’ balance sheets or securitized through MBS. And if the 
figures are right, I think roughly $1.4 trillion across the country is 
scheduled to roll over between now and 2013? 

Mr. Gruenberg. I don’t know that number. Congressman. 
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Mr. Royce. Maybe Mr. Dugan would know. 

But what I have heard from local banks is that once the term 
of a loan rolls over, let’s say typically 5 years, the lender is re- 
quired to do a new appraisal of the property’s value. And some of 
the banks have conveyed to me that, while they would like to roll 
the loan over, because the revenue coming from the property re- 
mains strong, they are being discouraged from doing so by the ex- 
aminers because, frankly, the appraisal value obviously of the prop- 
erty is not coming in at what it was. And I would like to get your 
assessment of this potential dilemma here. 

If a property has dropped in value but the revenue stream com- 
ing from the property is consistent, how should the loan be treated? 
I understand these loans need to be treated on a case-by-case basis, 
but, in general, I would like to ask Mr. Dugan and Mr. Gruenberg 
of the FDIC, should the bank make that assessment? Or is that a 
question for the bank’s judgment? Or do we suggest instead that, 
because of the current appraisal, that we basically have the regu- 
lators lean in and send the message to the bank that — 

Let me just ask you forthrightly, how do you think that should 
be resolved, if you have that judgment question? 

Mr. Gruenberg. Well, in the first instance, on an individual loan 
we would defer to the judgment of the bank. It is really the bank’s 
responsibility to make an assessment on the quality and credit- 
worthiness of the loan and a judgment as to how to proceed if the 
term is expiring. 

As a general matter, and this is really one of the key issues in 
the guidance that we have issued, we have tried to send a clear 
message to examiners that if there is a drop in the collateral value, 
but the borrower is otherwise in a position to carry the loan, the 
guidance is very clear that the collateral alone should not be the 
basis for evaluating the borrower’s position. That is a message we 
have gone to great lengths to communicate to our examiners across 
the country. There may be individual cases where that is not being 
followed. But the final impression is that examiners are trying 
hard to work with bankers on that issue. 

Mr. Royce. There are certainly some individual cases, or at least 
as represented to me there were. And I don’t know exactly — I 
wasn’t there to hear how it was communicated, but maybe there 
was just an insistence that things be better capitalized in there. 
But the representation I heard was that there was this message. 

I would ask Mr. Dugan for his thoughts on this, too. 

Mr. Dugan. I agree with what Mr. Gruenberg said. I think the 
issue that we will always look at and we expect the banks to look 
at in the first instance is, is the cash flow adequate, accompanied 
by the secondary sources if there are guarantors to repay the loan. 
That is the key issue. 

Mr. Royce. But let me give you an example. Because in talking 
to one banker he said the theory was that the cash flow was cur- 
rently adequate, but in that particular market the presumption 
was that in the future it might not be adequate. And the question 
to me was this: Does the banker get to make that decision, or is 
that suggestion being made to the regulator? 

Yes, currently — currently, indeed, you have a performing asset — 
or whatever terminology is used. You have the income flow. But we 
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anticipate that with the implosion, let’s say, in the Inland Empire 
in California, that come next year you may not. And, therefore — 
this is what I am trying to discern. Because we all hear anecdotal 
information about this, and getting to the root of it is interesting. 

Mr. Dugan. And we hear that anecdotal information as well, as 
you might imagine. 

There certainly is no policy to say that because of a speculative 
future drop in income that the examiner says that that is the cause 
of why you have to write this down. But we also do expect our 
banks to stress their portfolios and make sure they are taking into 
account potential real-world issues that are going on currently in 
the marketplace. It is hard to respond without having the par- 
ticular instance in front of us, but I would say we welcome that dis- 
cussion. And if it is not happening at the field level, we welcome 
them taking it up the chain, both informally and also, if necessary, 
to our ombudsman. 

I hear the same issues, and I am constantly talking to our super- 
visors and examiners: Are we getting this right? And we constantly 
then will go back and ask questions. This recent guidance did try 
to get at a number of these specific issues with real-world examples 
that I hope would be good ones. 

If I could just say one other thing. I think we have a hard time 
getting across the message that even if a loan is criticized, it 
doesn’t mean you still don’t continue to work with the borrower. 
We expect criticism of loans — that is a technical term — to go up 
during tough times. But it doesn’t mean that we expect bankers 
and borrowers not to work through those loans. 

Mr. Royce. Thank you. 

The Chairman. Thank you. And I thought we would let that one 
go because it is at the heart of it. 

I just want to report — I double checked. Mr. Bowman, you were 
correct in your recollection. In the 109th Congress, under Repub- 
lican Majority with a bill of Mr. Hensarling’s, we took the cap off 
small business lending entirely. It was a 10 percent business cap 
but none for small business, and that passed the House in the 
109th Congress when the Republicans were in the Majority. 

And then in the previous Congress, with the Democrats in the 
majority, Mr. Kanjorski was the sponsor of it, and it also passed 
the House. 

So the House has twice now sent to the Senate legislation to re- 
move that cap, and maybe the third time will be the charm. I think 
we might get bipartisan efforts to do that. As Members know, 
charm is not my special area, but we will see if it works. 

I believe we are now up to Mrs. Dahikemper. 

Chairwoman Velazquez. Mrs. Dahikemper? 

Mrs. Dahlkemper. Thank you. Madam Chairwoman. 

Thank you to the witnesses for being here today. 

Certainly this is an issue of great importance to my district in 
Pennsylvania and to small business access to capital across this 
country. During these difficult times, I think it is paramount to the 
American economy to help our small businesses access capital. 

Ms. Mills, as you are aware, I, along with Congresswoman Bean, 
recently introduced legislation aimed at increasing access to capital 
through the Small Business Administration’s 7(a) Express Loan 



46 


program, and I want to ask you a couple of questions regarding 
that program. 

First of all, what is the SBA’s view on increasing the loan size 
for the 7(a) Express Loan program and how do you see this as fit- 
ting into the larger picture of the SBA lending programs? 

Ms. Mills. The SBA Express Loan program is designed for busi- 
nesses to give them working capital; and, as you know and as in 
the bill you introduced, one of the most severe problems right now 
is that small businesses have had their lines of credit withdrawn 
or cut back. And now, as they begin to see that next order come, 
they don’t have the inventory and they don’t have the cash flow to 
expand and take that on without working capital lines. 

The SBA Express program is very popular because it actually al- 
lows the bank to use its own paperwork. There is no incremental 
paperwork, and that allows a much faster result for the borrower. 
So we see that as a very good vehicle that is up and ready today. 
It is currently about 55 percent used by community banks, and we 
see community banks as a very important conduit to these small 
businesses who are growing. We asked for an increase in size to $1 
million. The current cap is $350,000. 

I want to point out that the default rates on the SBA Express 
are higher than usual in the small amounts, and they are actually 
lower than usual in the larger loans up to the $350,000. So the 
modeling and expectation is that these actually will have lower de- 
fault rates than our 7(a) program. 

Mrs. Dahlkemper. Where is the cutoff that you are seeing the 
difference in terms of the default rate? 

Ms. Mills. There is a chart in your materials, and I think we 
had it up on the screen earlier. And I think, if we look at that, we 
can see it is about in the middle. So it is below — we have data up 
to the $350,000. But this is the chart, and the sort of line going 
down is the — and it is about — it looks like it is about at the 
$100,000 level. 

Mrs. Dahlkemper. So moving up from the $350,000 up to the $1 
million, which is what our legislation has, would be actually — ^you 
would see a lower default rate, according to your research? 

Ms. Mills. That is what the data indicates. 

Mrs. Dahlkemper. One other question on that. Is there anything 
that would keep our community banks or credit unions from fully 
participating in the 7(a) Express loan, should they choose? 

Ms. Mills. No. They participate very robustly now. And particu- 
larly in 2009, as we have brought these thousand community banks 
back to lending, they participated in this as well. 

Mrs. Dahlkemper. And is there a need, an outcry for the larger 
amounts? 

Ms. Mills. Absolutely. There is a real gap in the credit market 
right now for working lines of credit and there is demand there. We 
are seeing it both in our SBA Express increase in volumes and in 
our 7(a) increase in volumes. 

Mrs. Dahlkemper. I have one final question, for whoever would 
like to answer this, but it is about credit unions. And I have cer- 
tainly talked to the credit unions in my area who are very well cap- 
italized, and they would like to see their ability to lend go from 
12.5 to 25. Would somebody like to address that in terms of what 
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you think that could do in terms of getting credit out to our small 
businesses throughout our communities? 

Mr. Allison. Speaking for Treasury, we are in a dialogue with 
the credit unions right now to understand their needs better, and 
we are going to continue that dialogue in the days to come, and 
then we can get back to you about that. 

Mrs. Dahlkemper. Well, my credit unions tell me that they have 
billions of dollars that they are ready to lend to businesses today, 
if allowed to. 

So thank you. I yield back the remainder of my time. 

The Chairman. Mr. Luetkemeyer is next. 

Mr. Luetkemeyer. Thank you, Mr. Chairman. 

I appreciate the opportunity to discuss with you this afternoon 
something that I think is very important with regards to our small 
business folks being able to have access to capital. As a former reg- 
ulator myself, a bank examiner — I saw heads turn when I said 
that; that is interesting — I understand what you are talking about, 
I think, and I have some concerns from the standpoint that it is 
nice to see that you finally acknowledged that we have a huge dis- 
connect between what is going on here in D.C., and what has actu- 
ally been going on in the field. Because I brought this matter to 
the attention of all three regulators last spring and asked for a 
meeting with all three — Comptroller, Fed, and FDIC — and FDIC 
was the only one who accepted my invitation to come to our office 
and discuss this matter with our entire banking organization and 
the Bankers Association. 

I thank you, Mr. Gruenberg, for showing up. The other ones 
didn’t take advantage of that. 

I am very disappointed from the standpoint that Congressman 
Royce made a very good point a while ago and was pretty articu- 
late about explaining the problem that we have which is going on 
still today, which is that the examiners are coming in with little 
or no forbearance and taking a look at the thing we are talking 
about today, which is commercial real estate lending, and just blan- 
ket classifying everything there. And you guys know that if you are 
on a watchlist — you know what a watchlist is — automatically you 
are going to have to include more capital, which means it takes 
money out of the profits, has to be stuck away in loan loss reserves 
or in additional capital itself to be able to keep the bank afloat. 
This is devastating to the small businesses, which banks are, as 
well as small businesses to lend to. 

I think that it is very concerning to me. And, Mr. Gruenberg, if 
you would answer, please, how are we addressing this right now? 

Mr. Gruenberg. Congressman, there is nothing we spend more 
time on than trying to work with and communicate with our exam- 
iners in the field. It is not a perfect process because we have a cou- 
ple thousand examiners to deal with. 

The FDIC has 85 field offices around the country. Last week, we 
brought the supervisor of each of those offices to Washington for 
a week. We spent time working through with them all the direc- 
tives and guidance that we have issued to our examiners, particu- 
larly in regard to CRE and commercial loans. We directed them to 
exercise flexibility and judgment and, as best they can, assist in 
the workouts of these loans. 
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Now, you can’t always get the results for the institution and the 
borrower that you would like. But this issue about the disconnect 
between Washington and the field, that is something we always 
hear. And I guess I have been on the FDIC Board now for almost 
4 years. To a certain extent, it is in the water. This is always a 
sort of part of the nature of having a large national operation. 

But I can tell you we have really made every effort to commu- 
nicate and work on a regular basis to make clear to our examiners 
what they are supposed to be doing. 

Mr. Luetkemeyer. I am sure you are aware that, as an exam- 
iner myself, I know you are very responsive to supervisors over you 
all the way up the line from the standpoint that if you don’t do a 
good job of examining this institution this time and you miss a lot 
of stuff, it is a reflection on your ability to do your job. 

Right now, with the economy the way it is, going in the wrong 
direction, it is pretty easy to go in there and see what you antici- 
pate happening rather than what is actually happening right now. 
And I think that is one of the problems, is we are doing a lot of 
anticipating, which is very concerning to me from the standpoint 
that you have — anecdotally, there has been a lot of this already dis- 
cussed with regards to folks who are already doing a good job with 
regards to their business. They are hanging on. Lifetime depositors 
or borrowers of the bank and no problems in the past. Now, all of 
a sudden, they are in trouble because of collateral values. 

And, to me, without a little forbearance and a little discretion on 
the part of the examiners, you exacerbate the problem from the 
standpoint that, by going in and restricting the ability of these 
folks to lend, you cause less lending to happen which causes less 
demand for the real estate which lowers the price, which suddenly 
now the collateral value of everything goes down, and you have a 
spiral going the wrong direction and, quite frankly, you guys are 
a part of the problem. 

And it is very concerning to me that if we don’t have some sort 
of effort to try and work out a program — I hope that you guys are 
doing this. I am concerned because I keep following up on local in- 
stitutions at home, and the examiners have still not really gotten 
to the point where they are actually working with the banks in 
what in my judgment is in the best interest of not just the banks 
but the community and the whole economy as a whole here. So I 
am very concerned. 

Ms. Mills, one of the statements you made a minute ago was 
with regards to the SBA’s job is to make credit available elsewhere. 
One of the earlier witnesses — 

The Chairman. The gentleman’s time has expired. So if we can 
get a quick response. 

Mr. Luetkemeyer. My question just simply was one of the wit- 
nesses a while ago made a comment that they liked direct lending 
from the SBA. And, obviously, from your comment, you would rath- 
er be guaranteeing the loans versus direct lending. Your response? 

Ms. Mills. Yes. Our job is to make loans and loan guarantees 
when the market is not providing it. So, therefore, there are a 
number of market gaps that are out there today. 

As I said earlier, we did assess direct lending. It ended up with 
a cost 15 times as much, and we would have to train a new force. 
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It has been suggested we use our disaster force, but our disaster 
force is actually not trained for business loans and is busy doing 
disasters. So we have looked at that option fairly closely but believe 
that we have a very strong infrastructure in our network of banks. 
And if we can increase our ability to do credit elsewhere, we can 
meet the gap. 

Mr. Luetkemeyer. Thank you, Mr. Chairman, for your forbear- 
ance. 

The Chairman. The gentlewoman from Florida. Well, at least 
you got forbearance somewhere. 

Ms. Kosmas. Thank you, Mr. Chairman. Thank you to the pre- 
senters today. 

I, too, am concerned about the issues raised about forbearance 
and particularly the impending $1.4 trillion of commercial lending 
that much of which is performing and compliant and is stuck in the 
gap that has been earlier discussed. So I certainly hope that — 

I know, Mr. Dugan, you said avoid forbearance. The economists 
we talked to yesterday said forbearance is necessary. Somewhere 
along the way, we have to find the right balance. 

But I have a specific question for you, Mr. Dugan. 

In October 2008, you advised the National Bank Examiners 
along the following lines — and this is a quote from you: “I think it 
is just wrong to say that any bank that fails and costs the deposit 
insurance fund money could have been closed sooner at less cost. 
While the assertion could be true with respect to a particular bank, 
it is just as possible and, frankly, more likely that the latter option 
of letting a bank remain open sometimes produces a positive result 
that avoids failure and loss altogether.” 

I just want to suggest to you that I have been hearing reports 
in my community and throughout the State, frankly, that, in prac- 
tice, the OCC has not been exercising discretion not to close banks 
whenever they fall into the gray area of capital deficiency. With the 
escalation of the number of banks on the FDIC trouble list now to- 
taling 702 and with many of them, if not most of them, community 
banks and with the recognition that community banks are the 
main source of small business lending, how can we be sure that 
those who actually make the life-or-death decision for a bank are 
following your advice to weigh both options? 

Mr. Dugan. We have spent an awful lot of time on this. We have 
had 183 banks fail; 33 of them have been national banks. 

The quote that you referred to was a notion that there is judg- 
ment at times because there are circumstances in which even a 
very troubled bank may have potential buyers. We try to find a cir- 
cumstance in which we can control the risk of that institution 
when they are in strained circumstances. One lesson we did learn 
from the S&L crisis was when institutions have little capital and 
not much downside risk from taking risk, that is when you have 
to be most careful with those institutions. 

Sometimes buyers can come in and will help the bank turn 
around. But if they are not available, it is the policy of the agency 
to close the institution. It is a judgment call. We have a lot of expe- 
rience in this. We work very closely with the FDIC and their Divi- 
sion of Resolutions when we do this. We try very hard to call them 
as we see them. 
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Ms. Kosmas. I guess, as a follow-up either to you or Mr. 
Gruenberg, when you find a bank in this situation and they are re- 
quired to raise capital within certain timeframes, how much flexi- 
bility do you actually use in determining other factors for their po- 
tential to succeed rather than to be bought out or to be closed out? 
Because there are many who feel that their operations are good. 
They might have a quarter during which their capital drops below 
some standard, which also is a problem, because sometimes it 
seems arbitrary and hard to determine what is the factor that you 
use to determine the capital requirement. 

And so I guess the question is two-part: What is the criteria that 
you use in order to determine that capital requirement, and why 
is it different in some places for some institutions than for others? 
And how much discretion do you use really in analyzing other oper- 
ating procedures and income streams and assets that would, given 
a little bit of time, allow these banks to continue to operate, to be 
profitable, and to succeed? 

Mr. Dugan. I will start, and then I will be be happy to turn it 
over to Director Gruenberg. 

When in 1991 Congress passed FDICIA, the Federal Deposit In- 
surance Corporation Improvement Act, they put together and put 
in place a statutory regime to force regulators to take action when 
capital drops below certain levels called the Prompt Corrective Ac- 
tion. 

Ms. Kosmas. Is this something you think maybe should be up- 
dated? 

Mr. Dugan. We have people criticizing us for not going fast 
enough. As for going too quickly, all the way from inspectors gen- 
eral to others. So we do try to call this. 

But in answer to your question, we look at all different ways 
with the FDIC at viable plans to see if there is some way to get 
the institutions to survive without FDI assistance and potentially 
other kinds of government assistance. We exhaust all of those rem- 
edies on a routine basis and work very hard and closely with the 
FDIC to do so. 

The Chairman. Time is up. 

Mr. Gruenberg, we probably would like to have you comment on 
this as well. 

Mr. Gruenberg. As John points out, there are statutory require- 
ments relating to when a bank falls to a critically undercapitalized 
position. We don’t have a lot of discretion in that scenario. 

I will tell you that closure of the bank is the last recourse as far 
as the FDIC is concerned, because an open-bank solution will avoid 
a loss to the Deposit Insurance Fund. We go to exceptional lengths 
in working with the institution to see if there are investors avail- 
able on an open-bank basis to raise the capital to keep the institu- 
tion functioning. If the institution is not in a position to raise the 
capital, if it has really reached a critically undercapitalized posi- 
tion, then the law is clear and there is a public interest in moving 
directly to address this situation. 

The Chairman. The gentleman from Alabama. 

Mr. Bachus. Thank you. 

Let me ask the regulators this. You heard a statement I made 
a little earlier that we are hearing from the banks that their job 
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is being complicated by examiners. And I know you are folding 
your arms, Mr. Gruenberg, but we hear this every day. And, as 
ranking member, our members refer bankers to me or small busi- 
nessmen, and they actually — 

The Chairman. One of the most of fun parts of the job. 

Mr. Bachus. Right. You know, I had three yesterday, one from 
Mr. Mica’s office, one from an Iowa Congressman, and they men- 
tioned various things. Like, for instance, one banker — and I have 
heard this twice in the last week — said that the examiner said you 
have too many owner-occupied loans. Another one: You have too 
much commercial real estate. Different things of that nature. But, 
generally, if they have it, they have it. 

And the other thing that I have noticed is that you actually say 
they are not healthy so you restrict their lending. But I am just 
wondering, if they are not healthy — and I guess by “not healthy” — 
I don’t know what CAMEL rating you are assigning them, whether 
that would mean whether that is a four or five. But, generally, 
there are areas of the country where there are a tremendous 
amount of banks. I would say in Florida there are not that many 
one or two rated banks, are there? 

But my question, I guess, is, you all are now saying — and a lot 
of the things you said today will be very helpful where you said we 
ask that they not — if the appraisal is dropped on the property, that 
we won’t call that loan or whatever. But how are you commu- 
nicating that to the examiners to show some leniency? Because I 
think it is very, very, very important. 

Mr. Dugan. Well, I will start, Mr. Bachus. 

We get on nationwide conference calls on a frequent basis with 
our examiners to go over very significant nuts-and-bolts issues 
about exactly the kinds of questions that you are getting. Because, 
just as you get all these questions, I get them, too, and I do my 
own set of banker outreaches to banks of all sizes and get a num- 
ber of these questions. So we try to structure the calls to reflect the 
kinds of questions we are getting, to give the advice, to commu- 
nicate the message of balance as best we can. 

And, as I said before, it is not something new that we have been 
doing. We have really been concerned about the build-up of com- 
mercial real estate and the risk that would happen if we started 
to have a real estate recession like we are having now. So we start- 
ed down the path several years ago to try to get banks to be aware 
that they are going to need to do more things to get ready for what 
was coming. 

As the problems have hit and as we get issues, we have a very 
quick system for getting it back up the chain, collecting information 
about what are problems, and then having a call to talk about the 
issues. I don’t know any other way than the hard blocking and 
tackling of just keeping at it, hearing the things, going back to 
them and trying to get — 

Mr. Bachus. But I am talking about with your own examiners. 

Mr. Dugan. Correct. This is with our own examiners. 

Mr. Bachus. With your own examiners. 

Mr. Dugan. With our own examiners. 
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Mr. Bachus. And are you getting feedback from some of the 
banks? Are they able to call you and say, look, I am talking with 
this examiner. I don’t want you to tell him — 

Mr. Dugan. I welcome that. 

And, as I said, I just went to a meeting with 20 bankers in Den- 
ver a few weeks ago from our western district where we had a very 
good, candid discussion with them about some of the problems. It 
was a mixture, frankly, of stronger and less strong banks, and we 
had quite a robust discussion. I always get things out of those 
meetings that I try to bring back to the supervisors and incorporate 
into what we tell our examiners. 

Mr. Bachus. Let me ask one other thing. The small business 
lending fund, Mr. Allison, again, there are regions of the country 
where many of the banks are fours and fives, and those are prob- 
ably the regions where the small businesses are hurting the worst. 
I would imagine there is probably some correlation there. What 
banks will be eligible for these funds? 

Mr. Allison. Congressman Bachus, all the banks are eligible to 
apply. They have to apply through their regulator, and the regu- 
lator makes a determination as to whether that bank is viable and 
can be then referred to Treasury for funding. 

Mr. Bachus. With some of the largest institutions, we injected 
money into them or loaned them money because they were failing. 
Some of the smaller institutions, they didn’t get money because 
they had problems. I think there is a feeling out there that there 
was a double standard, and I wish you all would look very carefully 
at it if you are going to do that. Some of the banks that need the 
most help are those that are not healthy. 

Chairwoman Velazquez. Ms. Clarke? 

Mr. Allison. May I just quickly respond to the Congressman? 
Very quickly. Actually, the overwhelming majority of the banks 
that did receive funding are small banks and mid-sized banks. 

Mr. Bachus. I am just talking about percentage-wise. 

Chairwoman Velazquez. Ms. Clarke? 

Ms. Clarke. Thank you very much. Madam Chairwoman, Mr. 
Chairman, ranking members, and thanks to each of the witnesses 
on the panel for being here today. This topic is clearly a very cru- 
cial topic and crucial to a solid and healthy economic recovery, and 
I appreciate the spirit of cooperation between the Administration 
and the Congress in finding solutions to this lending freeze. I look 
forward to working with each of you as well as my colleagues in 
Congress to pursue policies that will improve the lending environ- 
ment for American small businesses. 

My first question is, of course, to Administrator Mills. I want to 
thank you for being here. In your testimony, you expressed your 
central principles related to improving access to capital. You said 
that we should: one, build on what works; two, maximize limited 
tax dollars; and three, make targeted changes as quickly as pos- 
sible. 

As we have discussed previously, I am a great proponent of 
CDFIs. The CDFI fund, which was established in 1994, has heen 
instrumental in supporting institutions that operate in under- 
served areas, and I would argue that it has been working well de- 
spite limited funding. It has maximized limited taxpayer dollars by 
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leveraging 15 to 19 for each dollar of taxpayer capital. And there 
is also pent-up demand for CDFI fund assistance, and more re- 
sources could quickly he deployed to where it is sorely needed. 

So I am saying all of this to ask — and we have spoken about this 
before — has the SBA begun the process of exploring partnerships 
with CDFIs for its lending programs and teaming with the CDFI 
fund at Treasury to explore ways that we can work together better 
to serve small businesses in underserved areas? 

Ms. Mills. The SBA is actively engaged right now with about 30 
percent of the CDFIs. We find those relationships very beneficial, 
and we are looking to expand. We are currently in discussions with 
CDFIs in Treasury about how to increase the overlap. We believe 
one of — well, one of our missions is to serve underserved commu- 
nities. Our network into underserved communities is in part 
through the CDFIs, and we think they are very strong and poten- 
tially good partners to increase. 

Ms. Clarke. And then this question is for whomever on the 
panel. I am just wondering, going forward, how we can better serve 
the CDFI fund together? What can Congress do to increase more 
lending to minority- and women-owned businesses in underserved 
areas through CDFIs? And what is being done in the Administra- 
tion to better serve CDFIs and promote lending in underserved 
areas? 

Mr. Allison. Let me address your question. Congresswoman. 

The Treasury, of course, has worked very closely with Ms. Donna 
Gambrell in the CDFI Fund. We have recently established a facil- 
ity exclusively for CDFIs to provide them with capital at very low 
rates. In fact, the dividend rate is only 2 percent. 

The response from the CDFI community has been tremendous 
across the country. We are anticipating very high participation, 
and I think this is going to go a long way to assuring that the 
CDFIs during this very difficult time are able to survive and serve 
their communities. 

Ms. Duke. If I could, the focus of the Federal Reserve is on a 
very wide basis, and so we brought together the researchers that 
are in the Fed as well as our community affairs people who have 
the relationships with the CDFIs. And the series of meetings that 
we are doing are actually going to very specific communities to find 
out what very specific needs on underserved areas, working with 
CDFIs, working with borrowers, working with lenders, and trying 
to get pictures of all the different ways, and then blue sky that into 
whatever thoughts we can come up with on ways to solve it. 

Ms. Clarke. I want to thank all of you for your efforts in this 
regard. This is music to my ears. I serve a district where these in- 
stitutions have been really just sort of lifesavers for many of our 
small mom-and-pop businesses, many who are actually poised for 
growth if they can access the type of capital that CDFIs afford 
them. So thank you all very much. 

Madam Chairwoman, I yield back the balance of my time. 

Chairwoman Velazquez. Mr. Bartlett? 

Mr. Bartlett. Thank you. Several years ago, before his retire- 
ment, I was talking with my friend Nevin Baker, president of a 
small community bank, who had been in that banking business for 
more than half a century, and he was lamenting what he saw as 
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the stifling presence of the bank examiners and the regulators. And 
he told me about banking in bygone days, when he would meet Joe 
on the street corner in Frederick, Maryland. Joe would say, “Nevin, 
I need some more money and this is how much and this is what 
it is for.” And Nevin would say, “Joe, I will put that money in your 
checking account. When you have a chance, come by the bank and 
sign the papers.” 

Now, Nevin could do that because he knew Joe and he knew 
Joe’s business and he knew Joe’s father who had started the busi- 
ness, and he knew that if Joe dropped dead of a heart attack, that 
Joe’s wife would come by the bank and sign the papers. I think 
that kind of personal knowledge and judgment may be more mean- 
ingful in deciding who is a good credit risk today than your regu- 
latory checklists. And I guess my question is, there is really not 
much of a role for that kind of knowledge and judgment in today’s 
world, is there? 

You don’t need to answer the question, because I think the an- 
swer is very obvious. So let me yield the rest of my time to my good 
friend, Don Manzullo. 

Mr. Manzullo. Thank you, Roscoe. 

We have three different panels representing three different inter- 
ests. The guys who need the money testified. They are gone, or 
some are back there. You are the ones who do the regulations. You 
will testify, and you will be gone. And the guys with the commu- 
nity banks will come in and testify. And the problem is that the 
three groups need to get together. Let me give you an example. 

Here’s the guidance interagency statement. It says: “Banks are 
becoming overly cautious with respect to small business lending. 
Financial institutions that engage in prudent small business lend- 
ing after performing a comprehensive review of that borrower’s fi- 
nancial condition would not be subject to criticisms for loans made 
on that basis.” 

And the next panel of community bankers will testify, “While 
Washington policymakers exhort community banks to lend to busi- 
nesses or consumers, banking regulators, particularly field exam- 
iners, place restrictions on banks well beyond what is required to 
protect bank safety and soundness. The banking agencies have 
moved the regulatory pendulum too far in the direction of overregu- 
lation at the expense of the lending.” 

And then you have the little guys out there, Steve Gordon who 
testified from INSTANT-OFF. He says, “I can create 25 green jobs 
right now and 25 percent of those would be for people with disabil- 
ities, etc., etc., but nobody will lend to me.” 

You know, this is not a situation where you have good guys and 
bad guys. You have three groups of totally honest people who are 
working very diligently, who returned calls of Members of Congress 
very diligently, and everybody has a great desire to get involved. 

But here is the problem. The choke-point for recovery in this Na- 
tion is this: The Institute for Supply Management now says it is 
above 50 and climbing for the 7th month in a row. This is the nat- 
ural recovery of manufacturing. 

And I know of firms back home, a food processing — there is a 
company back home, Ibsen. They make the world’s only portable 
vacuum heat processing machine. If you want it high end, it is 
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lined with libidon. If you want it low end, it is lined with carbide. 
It sells for less than $250,000. People are itching to get it. It is al- 
ready programmed in a hundred languages. People are itching to 
get their hands on it. And the manufacturers go to the banks, and 
the banks say, you know, it is the regulators. 

But let me tell you what one bank told a constituent of mine who 
has about 8 to 1 of equity to debt. He said, “We can’t lend to you 
because your sub-S is not showing a profit.” Now, I want you to 
think about how stupid that statement is. But the bank that had 
been with this family for 30 years said the regulator told them that 
the sub-S is not showing a profit; therefore, I am going to classify 
the loan. 

Sub-S companies are not supposed to show profits. They are all 
pass-throughs. And the two brothers who ran the business said, 
“Congressman, what is going to happen to our family business?” 

I would like to see this panel — and I know you have been here 
a long time. When the guys come up, I would like to see you sit 
behind them and listen to what is going on. Because you sat and 
listened to the first group. 

And now, here we are. We are on the brink of recovery. We are 
right at the edge of recovery. Orders for manufacturing are coming 
in. I have probably 2,000 manufacturers in my district. I am prob- 
ably the only Member of Congress who has ever gone to 
warehousing school to learn supply chain management. We are 
right there. We are at the recovery. We don’t need more govern- 
ment programs to create jobs. These guys want to go back to work. 
Something has to be done, and I don’t know what it is going to 
take. 

And, John, you called me back immediately. Sheila Bair called 
me back. And Chairman Bernanke here this week said we will 
meet with your people. But you have to have some plan, and I don’t 
hear it. And it is not because of lack of — bad faith. It is just — it 
is not getting done. 

Thank you, Mr. Chairman. 

The Chairman. I extended. I think the gentleman from Illinois 
was speaking for a very large number of Members of Congress in 
that and not pointing fingers negatively but expressing the anguish 
people feel. And let me say, I do appreciate it. We structured this 
hearing precisely so that the regulators would be the sandwich. 

I apologize that because of prior commitments, I am going to 
have to leave shortly. I just want to announce that at 2:00, the 
bank panelists will come in. So other members here or other mem- 
bers who are listening, we will have time to have that additional 
panel. 

We will finish up with more questions here. But I think the gen- 
tleman from Illinois has done a pretty good summary of what is the 
prevailing sentiment that I hear in the Congress. 

The gentleman from Texas. 

Mr. Green. Thank you, Mr. Chairman. 

I would to associate myself with the comments from the gen- 
tleman from Illinois as well. I have had similar circumstances, and 
I fully understand. 

Quickly, if we assume that the question is which is best suited 
to use this $30 billion to increase lending to small businesses. 
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banks or the SBA, I want to get some clarity to make sure we all 
understand where we are. 

Mr. Allison, would you say banks or the SBA? 

Mr. Allison. I would like to turn to my colleague, Administrator 
Mills, for her answer first. And I will be happy to — 

Mr. Green. Because time is of the essence, I am going to have 
to ask that you answer, please. 

Mr. Allison. I believe, for a program of this scale, it can best 
be administered through this — 

Mr. Green. Sir, I hate to press you, but I have many questions. 
Banks or SBA? That is what the public wants to know. Banks or 
SBA? 

Mr. Allison. For a program of this scale, I think the banks are 
best to get the money to businesses quickly and — 

Mr. Green. I understand. The rationale is great. I just need to 
know whether you are saying banks or SBA. I take it you are say- 
ing banks? 

Mr. Allison. I am saying banks. 

Mr. Green. All right. Ms. Mills? 

Ms. Mills. Both banks and the SBA loan guarantee programs 
are needed. There are two reasons. 

Mr. Green. For this $30 billion — because we need some clarity 
from you as to where you are — are you saying banks or the SBA 
for the $30 billion? 

Ms. Mills. There are two problems we are trying to solve. 

Mr. Green. I understand the problems. Can you give me — what 
I want is your position on whether the banks — this is what we are 
trying to come to some conclusion about. Banks or SBA? If you give 
me nebulous notions, when you leave I won’t know exactly where 
you are. So would you kindly tell me, banks or SBA? 

Ms. Mills. We support $30 billion from Treasury to banks — 

Mr. Green. I am going to take it that I cannot get a direct an- 
swer. Let’s go on to Ms. Duke, please. 

Ms. Duke. I believe that the biggest problem is the credit risk 
the banks aren’t willing to take. And, therefore, I will say SBA. 

Mr. Green. SBA. 

Ms. Duke. SBA, and particularly the 504 program — 

Mr. Green. That is fine. You are an SBA person. 

Mr. Dugan? 

Mr. Dugan. SBA. 

Mr. Green. Mr. Gruenberg? 

Mr. Gruenberg. I don’t think I am in a position to make a judg- 
ment on that. 

Mr. Green. No position. 

Mr. Bowman? 

Mr. Bowman. Banks and thrifts. 

Mr. Green. Banks and thrifts. All right. Thank you very much. 

Now, let me come back to you, Ms. Mills, for something else. And 
I am not badgering you. I have learned that if I don’t ask questions 
that give me a yes or no answer, I sometimes assume people mean 
yes when they actually have been trying to communicate no in a 
very nice way. 

So now, with this said, you mentioned a 90 percent loan guar- 
antee. Is it important to indicate and let the public know that this 



57 


is not a 90 percent guarantee of the loan but rather 90 percent of 
the loss? Because if there are assets to cover losses that may make 
the loan totally covered with the assets, the losses, then the gov- 
ernment doesn’t lose any money, the taxpayers don’t lose any 
money. Is that correct? 

Ms. Mills. It is 90 percent of the loan. 

Mr. Green. Of the loan. Not of the loss. 

Ms. Mills. Correct. 

Mr. Green. So if the loan defaults and the borrower has assets 
that are going to be used to satisfy some portion of the loss, don’t 
you subtract that from the loss itself? 

Ms. Mills. It is pari passu for the whole loan. So we take 90 per- 
cent and the bank takes 10 percent. 

Mr. Green. I understand. But I am talking about how it actually 
works. Won’t the assets that are available be taxed as well as a 
part of the loss? 

Ms. Mills. Yes. And — 

Mr. Green. As an offset? 

Ms. Mills. As an offset for 90 percent going to the SBA, guaran- 
teed 10 percent to the bank. 

Mr. Green. So what I am trying to communicate is that there 
are assets that will be used to offset some of these losses as well. 

Ms. Mills. Correct. 

Mr. Green. That is important. Because it can come across as 
though we are talking about 100 percent of the 90 percent being 
used and that there will be no offsets with assets. That is what I 
am trying to get into the record. All right. Thank you very much. 

Now, Mr. Allison, you mentioned that Tier 1 capital would be 
used — some of this $30 billion could be used for Tier 1 capital. Is 
it true that Tier 1 capital is not capital that you lend but rather 
capital that you maintain to be fully capitalized? 

Mr. Allison. Tier 1 capital refers to the amount, the base of 
the — 

Mr. Green. Do you lend Tier 1 capital? 

Mr. Allison. You can lend Tier 1 capital. But Tier 1 capital can 
be leveraged to support a great deal more lending. 

Mr. Green. I understand. When we capitalized the big banks, 
they took that money and they did not use it for lending. They used 
it to become fully capitalized to help prevent runs on banks. Is this 
true? 

Mr. Allison. In some cases, yes. 

Mr. Green. Okay. Is this money that, the $30 billion, will the 
banks be able to lend it, or will they be able to — will they use it 
to become fully capitalized or will they use it for both? 

Mr. Allison. We have talked to many of the banks. We are con- 
fident that if they receive this capital, given the incentives in this 
program where the dividend rate drops dramatically if they use the 
money for lending, we are confident that they are going to use this 
money and help to lend to small businesses. We expect a signifi- 
cant increase in their lending, because this amount of capital can 
increase their total capital by 30 to 50 percent. 

Mr. Green. My time is up, and I don’t want to encroach. Thank 
you, Mr. Chairman and Madam Chairwoman. 

Chairwoman Velazquez. Mr. Manzullo? 
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Mr. Manzullo. Thank you. 

The National Association of Manufacturers commissioned the 
Milken Institute to do a report on the impact of manufacturing and 
the recovery. It is nothing less than staggering. We can’t buy our 
way out of this recession. We have to manufacture our way out of 
it. We have to restart the supply chain. We have to get people back 
to work to the jobs they had before, in many cases. 

I know of situations where manufacturers have gone to banks 
with an order from a manufacturer offering to let the bank factor 
to pay for their own materials, to pay the subcontractors, and then 
to receive the check from the final manufacturer and make dis- 
tributions, taking out, of course, the proceeds of the loan. But even 
then, the examiners balk. 

I guess you have to visit — and I know many of you have — the fac- 
tory floors that I have to see the total frustration of people who 
have been in manufacturing for years, see orders coming in, and — 
listen to this very clearly — because they can’t get operating capital, 
those orders are going to China. And jobs are being lost as a reduc- 
tion of our manufacturing defense base because the capital simply 
cannot come. 

I know in the guidance it says examiners will not classify loans 
solely due to the borrower’s association with a particular industry 
or geographic location that is experiencing financial difficulties. 
This is the last sentence in the November 12th guidance. But that 
is not what is taking place out in the field. And, you can bring in 
all the people you want from around the country for a week of 
training in Washington, but unless they understand the sweet 
smell of machine oil, you will never be able to get these manufac- 
turers going. 

The question is, it is a fact, is it not — and the examiners can an- 
swer the question — that decisions are being made that a bank may 
have too many commercial real estate loans, too many manufac- 
turing loans, too many agricultural loans; and then the examiners 
will say, well, you have to balance this because we know that man- 
ufacturing is sliding, those jobs are going, and this loan may not 
perform. 

Would that be correct? Does anybody want to touch that? 

Mr. Gruenberg. It is fair to say that if a bank is concentrated 
in a single line of lending, concentrations in a particular loan cat- 
egory can pose a risk. 

Mr. Manzullo. But at what point are manufacturing loans a 
risk? Is it 25 percent? Is it 50 percent? 

Mr. Gruenberg. I think the concentration would require the ex- 
aminer to review the book of loans and make a judgment. 

Mr. Manzullo. But, see, that is the problem. The problem is 
this. You read manufacturing is on the demise — ^because people 
don’t understand. They don’t know what the Institute for Supply 
Management — and probably neither do the examiners. They can’t 
read trends. They can’t take a look at an order from somebody like 
Ford Motor Company, for example, that pays its bills. And here you 
have a supplier begging, just begging to get the money, offering to 
factor it, and the examiners are saying no. That can’t continue. 

Mr. Gruenberg. I will make this point. Congressman, in regard 
to the guidance. One of the things the guidance points out is that 
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90 percent of the reduction in lending in the fourth quarter of last 
year was from institutions with assets over $100 billion. Many of 
those large institutions utilize, in effect, models to make judgments 
about how they provide credit to certain communities. So rather 
than examining the actual creditworthiness of the borrowers, you 
have models making judgments about credit availability. And one 
of the things the guidance specifically addresses is that — and you 
pointed it out — that should not be the basis on which lending deci- 
sions are made. 

Chairwoman Velazquez. The gentleman’s time has expired. 

Mrs. Halverson? 

Mrs. Halvorson. Thank you. Madam Chairwoman. 

I am going to try to make a complicated issue as uncomplicated 
as I can. And I doubt if that is possible. 

First of all, I would like to make an observation, Mr. Dugan and 
Mr. Gruenberg. At one point during our panel — ^because I have 
been here the entire time — I saw you folding your arms. Now I 
know that you are not sending any body language issues or any- 
thing. You are probably just making yourselves comfortable, right? 

I want to tell you a story of somebody in my district, the nicest 
man in the world, a banker. He was there with an examiner, sit- 
ting there, just folding his arms because he was comfortable. The 
examiner sitting there across from him demanded that he stop 
being on the defensive and unfold his arms. Now, come on. They 
just demanded that he unfold his arms. Well, that is not something 
I think is their job to say, and that is just kind of what is hap- 
pening. 

I also heard during this that you have absolutely no discretion, 
that you are pretty much — your hands are tied. But yet I am also 
hearing that everything that your examiners and your regulators 
are doing is all subjective. It is not objective. 

Everybody wants to blame somebody else, and we are here be- 
cause we have to stop blaming other people because we want to 
come out of this. 

The stories I hear as I cover my eight counties in my district are 
all the same. I don’t care if it is the rural, the urban, or the ex- 
urban. The bankers want to help our small businesses. The small 
businesses have never missed a payment. They are doing every- 
thing they can. They are good people in their communities. But 
their lines of credits are being pulled, and they are having to go 
find credit somewhere else, and they can’t. And these are people 
who want to invest in their companies. Most of them have made 
a profit, and now they are going to have to shut their doors because 
they can’t even find a way to completely pay their bills or their em- 
ployees. 

So we are sending these double messages that we want our com- 
panies to invest, we want our local banks to lend, and, no, we are 
not doing anything. 

So then we want to talk about the fact that we are helping our 
SBA, Small Business Administration, loan more. Well, our banks 
don’t want to work with the Small Business Administration be- 
cause of the paperwork. So we say that we are fixing the paper- 
work. 
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But then my bankers say that takes 4, 5, 6 months to get a loan 
and who wants to wait that long for a loan. Now, it doesn’t matter 
if any of this stuff is true. If it is perception, it becomes reality. So 
what I am looking for here is flexibility. Again, I hear there is no 
flexibility. Everybody’s hands are tied. So, okay, you don’t have 
flexibility. 

Tell us, what can we do? This is ridiculous. If we are American 
and we want to invest in our company, we want to recover, we are 
right there, tell us, help us how we can recover, how we can pro- 
vide our banks, our small businesses with some flexibility that is 
not tied up in all this bureaucracy. I may be new. I am in my first 
term, but I am more commonsense. I just want to do it. I want to 
tell my small businesses you can invest, that we are going to help 
you with your loans and I want to tell my banker, you weren’t the 
problem, you didn’t cause this problem. 

And I want to tell all of you, please help us through this because 
we are the ones who are on the ballot. We are the ones who are 
out there listening to our constituents, morning, noon, and night, 
and yet we are having to deal with this bureaucracy everywhere 
we go. So the only thing I want to do is maybe — I don’t know if 
it is Ms. Duke, Mr. Gruenberg, but who can help us, where can we 
find the flexibility, and where can the three of you groups work to- 
gether so that we can make this all work? Otherwise, you are going 
to put businesses out of business; there are going to be more people 
out there looking for health care because they are not going to have 
a job and they are going to be strapped to the rolls of government. 

So we have to do something and, please, if there is anybody there 
who can help me with a little of this commonsense that we need? 
Who wants to start? 

Mr. Allison. May I please start? 

Ms. Halvorson. Yes, please. 

Mr. Allison. Let us assume that the businesses want to borrow, 
the banks want to lend, and the regulators want to make sure that 
the banks are lending responsibly and have adequate capital to 
support their lending. We can solve all three if the Congress will 
approve and increase this new capital fund so that we can provide 
this capital to banks so that they can increase their capital base 
dramatically. I think without being presumptive of my colleagues, 
who are the regulators at this table, that should make regulators 
more comfortable about the strength of the banks and they will be 
able to lend more. 

I think we have to act quickly and I think that it is important 
that leaders in Washington and the governors offices and the may- 
ors make the point to the banks that they should look carefully at 
taking this capital and fulfilling their responsibilities to their com- 
munities by lending. 

Chairwoman Velazquez. Time has expired. Let me take this op- 
portunity also to remind Mr. Allison that back in 2008, there was 
an interagency memo that Mr. Manzullo made reference to and ap- 
parently the banks and examiners didn’t get the memo because 
here we are — 3 weeks ago, another interagency memo was sent, 
and that is my concern. If we are going to put all the eggs in one 
basket and give all this money to the banks without any strings 
attached to it, that will require for the banks, if you take the 
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money that is supposed to be used for lending for small businesses, 
it has to go for that. But we are providing — what we are doing is 
giving a blank check again. Mr. Posey? 

Mr. Posey. Thank you, Madam Chairwoman. You and your 
agents probably, to a greater degree than that of the banks them- 
selves, will determine how many more survive and how many more 
fail. Following up on the comments of my colleague previously, 
most of the bankers that I talk to — and we have had numerous fi- 
nancial roundtables in the counties I represent and surrounding 
counties — would actually prefer a little dose of commonsense to the 
infusion of more money, believe it or not. 

They mostly swear to me that if they are allowed to work 
through some issues without some monolithic bureaucrat beating 
them over the doggone head, they can work out of this thing. They 
are very confident about it. And they are very confident there are 
going to be massive failures if they are not allowed to do that and 
let me add that you are giving quite a few mixed signals here 
today. You are all against forbearance, but you are in favor of 
using common sense. I don’t know where you draw the line there. 
I really don’t. At every roundtable they have also mentioned, and 
it has just about been unanimous, that they heard the rumor that 
the Fed wants to dramatically reduce the number of small banks 
in this country so there would be a more manageable number, easi- 
er to regulate and probably to manipulate. 

So I would like each one of you who has heard anything like that 
to raise your hand right now. And let the record show that none 
of you have heard that and none of your raised your hands. Just 
to make sure that I have this on record perfectly, if you have not 
heard that, please raise your hand, you have not heard anything 
like that ever one time signal. And two of you are absolutely stone 
deaf. You have not heard and you haven’t not heard. That is, I 
think, what Mr. Green was getting to a little while ago. That is 
very unfortunate. In your interagency statement, you all said for 
most small business loans, the primary source of repayment is 
often the cash flow of business. 

Let me drop down to examination reviews. Examiners will not 
discourage prudent small business lending by financial institutions, 
nor will they criticize institutions for working in a prudent and 
constructive manner with small business borrowers. That really 
sounds great. And again, that would appear to invoke common or 
uncommon sense as the case may be. But on the ground, the reality 
is clearly different. 

I think we have heard that, every member of this committee has 
heard that, I am sure. A question that I would like to ask each of 
you, and if time runs out on me as it probably will, I would like 
to ask each of you to please respond directly if the Chair has no 
objection. 

To the Chair, I am going to copy the members. We certainly want 
to avoid more after-the-fact hearings about community banks 
which could have or should have been saved if only additional time 
had been provided for some of these problems to resolve themselves 
to full financial stability. And so I want to know what your plans 
are specifically, not generally, we are going to be helpful. I want 
to know what your specific plans are for helping institutions other 
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than closing them or forcing them to be purchased by larger insti- 
tutions, which, in many cases have received TARP funds and are 
now being given FDIC assistance in the form of loss coverage on 
the acquired assets of those transactions. 

I want to know what policies you have in place to make sure ex- 
aminers take into account the short-term and long-term impact on 
the communities, the businesses, and the households served by 
these locally oriented institutions and ultimately to the taxpayers 
of this great country. How do you make sure these policies are 
being effectively implemented as well? Anybody can jump in there. 
I see you are all anxious. 

Ms. Duke. First of all, I would like to say categorically that the 
Federal Reserve does not have a plan to reduce the number of 
banks in the country. We are working not only with the guidance 
but also looking at gathering data within the institutions to find 
out what troubled debt restructurings are working, what workout 
practices are working, looking for statistical ways to measure the 
impact of guidance and to look for call report changes that we can 
do. The most important thing to do is to improve the economy. 

Mr. Posey. How are you doing that? How are you going about 
it? Are there bureaucrats out there who are tasked in the next cou- 
ple of years to figure this out? What is an action item? How do they 
really get rolling? How does the real world tell you what they need 
and then you accept that this is realistic where it is a common- 
sense approach? For example, they tell me, almost every banker, 
they have a loan, it has never not been current. But if the father- 
in-law makes a payment or another company owned by the same 
principal makes a payment, it is off the books. 

So that is collateral that they can’t make money on. They have 
to make a higher interest more loans there and it is money now 
that cannot go into the community and help another business. So 
it is a cycle that just perpetuates the downfall of our economy. How 
would you suggest we address an issue like that? 

Ms. Duke. Again, by making our expectations clear, by commu- 
nicating those to the frontline level of the examiners by talking to 
bankers, by talking to borrowers, by talking to examiners, by gath- 
ering information on what things are working and looking at the 
overall impact because the idea is not necessarily forbearance, but 
to get the businesses and the banks to the point where the econ- 
omy has improved. 

Mr. Posey. Thank you. Madam Chairwoman, I look forward to 
the written response of all of them. 

Chairwoman Velazquez. Without objection. Mr. Miller? 

Mr. Miller of North Carolina. Thank you. Madam Chair- 
woman. I was very skeptical a year ago that this stress test for the 
19 biggest financial institutions would be seen as credible as a rig- 
orous test of their soundness and when some of those institutions 
were told that they had to raise more capital after the stress test, 
I thought good luck with that. But I was very surprised at how eas- 
ily and quickly they did raise the additional capital. We have heard 
that regulators are telling a lot of the smaller banks, the regional 
banks and communicate banks to raise more capital and it appears 
not to be happening. What is the difference? Are they trying? Are 
there questions about what is really on their books? Chairman 
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Bernanke said yesterday that part of it is their commercial real es- 
tate exposure, but the 19 big institutions obviously have some prob- 
lems with their assets too. Why are they not raising capital? How 
important is that to dealing with the supply side problem with 
credit? Anyone who wants to answer that. 

Ms. Duke. I think, first of all, the smaller the bank, the less ac- 
cess they have to capital markets. There is another piece where 
there is in some cases concern about putting capitals into the 
banks and the banks fail and the capital gets lost. Or in cases 
where banks are trying to really just sell themselves, there is a 
concern that perhaps if they wait long enough depending on the 
stress of the bank, they may be able to buy the bank cheaper after 
failure. 

Mr. Miller of North Carolina. Is that because they are small 
enough to fail? Is that one difference between the 19, is they were 
seen as “too-big-to-fail” and the others are small enough to fail? 

Ms. Duke. I am not certain that all of the 19 were considered 
to be “too-big-to-fail,” but they were certainly large enough to have 
access to a wider spectrum of investors to put capital into them. 

Mr. Miller of North Carolina. Governor Duke, I should note 
for the record that despite your unfortunate name, you are a grad- 
uate of the University of North Carolina. 

Ms. Duke. Yes, I am. 

Mr. Miller of North Carolina. The 19 banks, the biggest 
banks that were subject to the stress test, they represent some- 
thing like 80 percent of the banking system’s assets and they ap- 
pear not to be — they say they are lending, they say the problem is 
all on the demand side with respect to them and not on the supply 
side. That seems to be a questionable claim. What is the problem 
there? Why are they not lending and some of them took the TARP 
funds, which is a capital infusion and used it for paying cash bo- 
nuses, paying dividends, even buying back their own stock, which 
is going 180 degrees in the wrong direction. Why are they not lend- 
ing? Or are they lending? 

Ms. Duke. The decrease in the loans outstanding has been more 
pronounced in the large banks than it is in the small banks. But 
it is not clear with the larger banks who have larger customers, 
how much of that is due to the fact that their customers also have 
access to the debt markets and have, in some cases, issued debt 
and paid down on the loans that they have with the banks. We 
don’t have good data on the breakout between loans to smaller 
businesses and loans to larger businesses. We only have data on 
small loans, not necessarily loans to small businesses, and histori- 
cally, we only have that once a year. We are now putting into place 
a process where we will get that information on quarterly basis. 

Mr. Miller of North Carolina. Mr. Dugan? 

Mr. Dugan. Yes, if I could add to that. That is right. As you said, 
they have the biggest chunk of the assets in the banking system, 
also have the biggest chunk of the decline and disproportionately 
it is somewhat larger for larger institutions than smaller. What the 
larger institutions tell us is what you said: number one, demand 
has significantly weakened; and number two, they have tightened 
their underwriting standards because they believe in this climate 
of recession. 
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Mr. Miller of North Carolina. They want to get paid back. I 
want them to get paid back. 

Mr. Dugan. What we don’t tend to hear from the larger institu- 
tions is that there is a regulatory component. 

Mr. Miller of North Carolina. Is there anything we can do to 
help the smaller banks attract more capital? Not just the $30 bil- 
lion in the Treasury’s proposal, but attract private capital. I have 
heard from investors that there is money out there and they don’t 
feel the confidence to invest it in community and regional banks. 

Mr. Dugan. One thing I think that the regulators have looked 
at — and this is a controversial area — is that they have relaxed the 
rules to let private equity come in and purchase institutions. There 
are issues associated with that, both at the holding company level, 
whether it is the Federal Reserve or the OTS or if it is an assisted 
transaction from the FDIC. But there has been absolutely an explo- 
ration in trying to widen the circle of potential capital investors 
with some success so far. 

Mr. Miller of North Carolina. No one else? I will yield back. 

Chairwoman Velazquez. Time has expired. Mr. Lance? 

Mr. Lance. Thank you. Madam Chairwoman. Good afternoon to 
you all. I have no questions. I just wish to associate myself with 
the comments of Mr. Manzullo and with Chairman Frank. And I 
think. Governor Duke, you have hit the nail on the head in your 
testimony on page 5 where you state, “Some banks may be overly 
conservative in their small business lending because of concerns 
that they will be subject to criticism from their examiners. While 
prudence is warranted in all bank lending, especially in an uncer- 
tain economic environment, some potentially profitable loans to 
creditworthy small businesses may have been lost because of these 
concerns, particularly on the part of small banks. Indeed there may 
be instances in which individual examiners have criticized small 
bank loans in an overly reflexive fashion.” 

This is certainly true in the district I represent as it is true I be- 
lieve of almost every member of this committee I have had in my 
office in New Jersey small businessmen and women who are on the 
verge of tears because they cannot receive appropriate amounts of 
loans. And I commend all of you for your fine work and we have 
to work together out of this crisis particularly for the small busi- 
ness community which I believe is the engine of the creation of jobs 
in a revitalized America. I yield back the balance of my time. 

Chairwoman Velazquez. Thank you. That concludes this panel. 
And I want to thank all of you for your insight and for the great 
exchange that we have been able to have today. With that, we ex- 
cuse the witnesses, and we will ask the third panel of witnesses to 
please come forward. 

Mr. Dugan. I promise I won’t fold my arms again. Madam Chair- 
woman. 

Mr. Minnick. [presiding] Gentlemen, please take your seats. The 
committee is still in session. We appreciate all of you being here 
and apologize for the congressional schedule deferring your appear- 
ance. I appreciate you staying here. 

And we will begin our testimony of this, the third panel, with 
Mr. Andrews. 
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STATEMENT OF STEPHEN G. ANDREWS, PRESIDENT AND 

CHIEF EXECUTIVE OFFICER, BANK OF ALAMEDA, ON BE- 
HALF OF THE INDEPENDENT COMMUNITY BANKERS OF 

AMERICA (ICBA) 

Mr. Andrews. Mr. Minnick, thank you very much for the oppor- 
tunity to come here today. I am Steve Andrews, president and CEO 
of Bank of Alameda. It is a bank in the San Francisco Bay area 
of Oakland. I am a State-chartered bank operating in the State of 
California with roughly $250 million in assets. I am pleased to be 
here today to address the panels as well as the committees with 
respect to the state of small business and real estate lending in 
local markets. I am also very pleased to represent 5,000 community 
bank members and the Independent Community Bankers of Amer- 
ica. Bank of Alameda is like most small banks. We specialize in 
small business lending, we specialize in real estate lending, we spe- 
cialize in relationship lending. Community banks across the Na- 
tion, some 8,000 community banks stand ready and prepared to 
continue to lend into their communities and support those busi- 
nesses that require stimulus and recovery. My bank faces serious 
challenges. We just heard from a series of regulators up here about 
their work trying to mitigate some of those challenges. But the fact 
remains that community banks are operating in the toughest eco- 
nomic climate and the most severe regulatory climate we have seen 
in over 2 decades. 

We have heard about the pendulum, if a puny bank’s perspective, 
that pendulum has moved too far into the category of overregula- 
tion alter the expense of lending. And we see the result of that with 
many of your constituents coming into your offices and worrying 
about the allocation of credit. The regulators are questioning real 
estate values. They are making subjective calls on the street and 
in community banks. And that is creating an atmosphere where 
many banks are reticent to make viable commercial small business 
loans. 

While the economy has suffered, and certainly some of those 
CRE borrowers you see out there are having trouble financing and 
making their payments, regulatory burden has added another cat- 
egory of stress to the situation. We also have fairly healthy econo- 
mies that exist in the United States, but even in those areas, com- 
munity banks are suffering because regulatory constraints are ask- 
ing them to reduce overexposure in the CRE area. The regulatory 
environment is tough. Some of our best clients in the Bay Area 
come into us and cite it is not only that, it is that we are concerned 
to invest today. 

So yes, there is an element of our borrowers who are concerned 
to invest and take out additional credit because they are not sure 
as all of us here today are when this recovery will take effect. I 
want to concentrate the balance of my remarks mostly with the 
regulatory environment. I do see, and believe me I represent 130 
bankers in California, I represent the CIB, California Community 
Bankers, Independent Community Bankers and the ICBA that 
banking regulators are making tough decisions in the field. This 
guidance is relatively new out in November, but anecdotally, I am 
seeing that the regulators do have their feet on bankers’ throats in 
some cases, as we heard from the first panel. 
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In my specific example, regulators came into the bank, they 
raised our leverage ratio from the 5 percent statutory minimum to 
10 percent. In that case, what happens is you have to adhere to 
those agreements and it inhibits our ability to lend. Our bank has 
had to reduce its balance sheet, loans outstanding at the end of 
2007 were roughly $248 million, today they sit at $200 million. 
That is not a way to make the economy recovery. 

Although my bank meets the higher 10 percent thresholds, it 
does come at a heavy toll. Field examiners, when they come out 
today, are getting mixed messages. They are hearing from Con- 
gress, they are exhorting the banks to lend. I think sometimes they 
are also hearing that they need to remain tough and make sure 
that they have a tough regulatory environment so we get through 
this rough patch. It is not an easy job and I felt a little sorry when 
the regulators were in the room, but the reality is that they are 
making it very tough on community banks to lend. 

And banks are reticent, especially when they have these high 
capitals imposed on us and also when we are asked to bring our 
loan loss reserves to exceedingly high thresholds, that impairs our 
ability to allocate capital into lending. 

In closing, I would like to say that the Independent Community 
of Bankers fully endorses the $30 billion fund we have chatted 
about. We think that is a very prudent idea. At the same time we 
also want to make sure that some of the stigmas attached to the 
TARP financing is not placed with this. I think Herb Allison when 
he spoke, spoke correctly that there is reticence upon bankers to 
jump into a fund like that if there is going to be a lot of looks into 
that. Bankers do not want to see the deal change after it is out. 
Thank you for your time. 

[The prepared statement of Mr. Andrews can be found on page 
99 of the appendix.] 

Mr. Minnick. Thank you, Mr. Andrews. 

Mr. Bridgeman? 

STATEMENT OF DAVID BRIDGEMAN, CHAIRMAN AND CEO, 
PINNACLE BANK, ORANGE CITY, FLORIDA 

Mr. Bridgeman. Thank you. Chairman Frank, Chairwoman 
Velazquez, Ranking Member Bachus, Ranking Member Graves, 
and members of the committees, it is an honor to be here today. 
I am sort of the poster child of SBA lending of community banking, 
and I am also a receiver of TARP funds. So I am a rarity in com- 
munity banking. Ladies and gentlemen, I have never been to Wall 
Street, but I have lived and I work on Main Street. I have never 
made a subprime loan. I can barely say derivatives, let alone put 
it on my books. We do not compete with loans at the local level 
with our “too-big-to-fail” banks. We do not. They do not come into 
our communities and ask for loans, but they do come into our com- 
munities and they ask for deposits. Currently, community banks 
make up 11 percent of the total financial network. 

We at community banks make 38 percent of the small business 
loans that fuel our economy. It is the small business loans and the 
small businesses that put 60 percent of the new jobs together for 
this country. You have asked the question as to why we are not 
lending to small businesses. There are two primary factors. 
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First, small businesses have taken a pounding in the last 2 
years. Their financial statements are in chaos and they do have a 
tough time qualifying for credit under prudent policies and prac- 
tices. Additionally, the businesses that do qualify are very con- 
cerned about their future and whether they should be lending — 
whether they should be going out and seeking credit or not. Small 
businesses are currently concerned about the economy, what is 
happening with health care and taxes. The other side of the prob- 
lem is the regulatory burden as has been mentioned here today 
several times. Regulators are taking a myopic view of every bank 
they look at. When they look at a bank, they are looking at it as 
if it is an independent institution without regards to what is going 
on in the larger picture of the country and the economy. I would 
point out that the letter written by Congressman Frank, chairman 
of this committee, and also Congressman Minnick, that I have here 
spells it out very, very clearly what your problems are. 

And I would tell you that every banker who read this letter stood 
up and applauded because it is dead on as to what the problems 
are from the regulatory point of view. There are two primary hin- 
drances that are affecting what banks can do in lending. One is the 
higher capital ratios. They have arbitrarily and unofficially raised 
the capital ratios in this country in community banks to 12 per- 
cent; it used to be 8 percent and a 10 percent minimum. With these 
excessive ratios, we are not able to lend. It hampers the ability of 
us to loan. 

Second, they have decided that reserves need to be raised to ex- 
cessive levels, ratios that are therefore taking capital out of the 
ability to lend. They are also asking us to write off credit, they are 
making us take impairments that are excessive and basically re- 
ducing portfolios is a real result of that. I have had to shrink my 
bank, even though I am well capitalized. I have shrunk my bank 
on the loan side. And we are working diligently to get our capital 
ratios which are very well capitalized by all regulatory standards. 
We are well reserved by all standards and we are taking those up. 
Some comments that I have had in my recent examination from 
the examiners are TARP funds are used for the purposes of in- 
creasing capital and increasing loan loss reserve. 

That is not the reason that TARP funds were ever created. They 
were there for lending. And we did loan. We created almost $20 
million in new credit. And we were criticized by the regulators for 
growing our institution. We were criticized for having a concentra- 
tion of owner-occupied credit, commercial credit. We were criticized 
for that. We were also criticized for having troubled debt restruc- 
tured loans. Those loans, TDRs as they are referred to, are how we 
are helping our customers continue to operate and keep people em- 
ployed. 

Some of the concerns I have are that lending has ceased and that 
no jobs are going to be created right now. Our economy is strug- 
gling and I will tell you my community is struggling as well. My 
concerns are also that if we continue to run again into the commer- 
cial real estate problems, we are going to have a second dip in the 
economy. I will tell you that the regulators have a lot of control at 
this point with community banks in determining where the econ- 
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omy will go. In conclusion, I am a community contractor. I build 
communities and that helps build our country. 

[The prepared statement of Mr. Bridgeman can be found on page 
129 of the appendix.] 

Mr. Minnick. Thank you very much. 

Mr. Bartlett, do you want to introduce the next witness? 

Mr. Bartlett. It is my honor and privilege to introduce our third 
witness, Mr. William B. Grant. He is from Garrett County, Mary- 
land. If you rolled the mountains flat in Garrett County, it would 
be the biggest county I have the honor of representing and it has 
the smallest population. So you know that Garrett County is a 
rural county, and Mr. Grant really understands community banks. 
We are glad you made it here, sir. Your county has had 20 feet of 
snow. The snow in his yard is above his waist and he is pretty tall. 
And they are currently in the midst of another 2-foot snowstorm. 
We are glad you made it out. Thank you for coming. 

STATEMENT OF WILLIAM B. GRANT, CHAIRMAN, CEO, AND 

PRESIDENT, FIRST UNITED BANK & TRUST, ON BEHALF OF 

THE AMERICAN BANKERS ASSOCIATION (ABA) 

Mr. Grant. Thank you very much. Congressman Bartlett. It is 
a real pleasure to be here. Congressman Minnick, Chairman 
Frank, Chairwoman Velazquez, Ranking Members Bachus and 
Graves, and members of the committees, as Congressman Bartlett 
noted, my name is Bill Grant, and I am chairman and CEO of First 
United Bank & Trust. My bank is a 109-year-old community bank 
located in the Appalachian Mountains serving 8 counties in Mary- 
land and 4 counties in West Virginia. 

This recession is one of the worst we have ever faced. While the 
statisticians will say that the recession has ended, that is of little 
comfort to our region and elsewhere in the United States, which 
still suffers from high levels of unemployment and business fail- 
ures. The impact of the downturn is being felt by all businesses, 
banks included. The cumulative impact of 8 straight quarters of job 
losses over 8 million jobs nationwide since the recession began is 
placing an enormous financial stress on many individuals and 
many businesses. This has caused business confidence to drop and 
loan demand to fall. Many businesses either do not want to take 
on additional debt or are not in a position to do so, given the falloff 
of customer business 

There are, however, some positive signs. We have heard from 
bankers that small businesses are now returning to test the market 
for loans. It will, of course, take time for this interest to be trans- 
lated into new loans. Previous recessions have shown it takes gen- 
erally 13 months for credit to return to prerecession levels. Banks 
have many pressures to face in the meantime. 

The commercial real estate market will pose a particularly dif- 
ficult problem for the banking industry this year. The CRE market 
has suffered after the collapse of the secondary market for commer- 
cial mortgage-backed securities, and because of the economic slow- 
down, that has caused office and retail vacancies to rise dramati- 
cally. This has made CRE takeout financing very scarce and leaves 
banks with loans that are stressed. Regulators will continue to be 
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nervous about the trends in CRE lending and will continue to be 
highly critical of back CRE portfolios. 

We have heard anecdotes from our members about examiners 
who take inappropriately conservative approaches in their analysis 
of asset quality and who are consistently requiring downgrades of 
loans whenever there is any doubt about the loan’s condition. This 
is especially true of CRE loans. Examiners need to understand that 
not all concentrations in CRE loans are equal and that setting arbi- 
trary limits on CRE concentrations has the effect of cutting off 
credit to creditworthy borrowers exactly at the time this Congress 
is trying to open up more credit. 

The American Bankers Association appreciates the initiative of 
President Obama, which he outlined in his State of the Union ad- 
dress, which would provide additional capital to small banks who 
volunteer to use it to increase small business lending. A key factor 
to this proposal is removing it from the rules and regulations of the 
TARP stigma that we have talked about. As this program is devel- 
oped, ABA recommends that Congress and the Administration cre- 
ate criteria that will allow all viable community banks to partici- 
pate. Further, we propose that Treasury offer assistance to those 
banks that did not qualify for the Capital Purchase Program fund, 
but that can demand the ability to operate safely and soundly and 
survive if given a chance with this necessary capital. The focus 
should be on whether the bank is viable in an investment basis, 
otherwise Congress will miss the opportunity to help the customers 
and communities of many banks across this country. 

We also appreciate the work this Congress has done to increase 
the guarantee of the SBA’s 7(a) loan program. Subsequently, the 
SBA expanded eligibility to small businesses by applying the 
broader standards used currently in the 504 program. These very 
positive changes mean that an additional 70,000 businesses will be 
eligible to participate in the 7(a) program. The success of small 
businesses in local economies depends in large part on the success 
of the community banks. We must work together to get through 
these difficult times. And I would be happy to answer any ques- 
tions you might have. Thank you very much. 

[The prepared statement of Mr. Grant can be found on page 206 
of the appendix.] 

Mr. Minnick. Thank you very much, Mr. Grant. 

Mr. Covey? 

STATEMENT OF RONALD COVEY, PRESIDENT AND CHIEF EX- 
ECUTIVE OFFICER, ST. MARYS BANK CREDIT UNION, MAN- 
CHESTER, NEW HAMPSHIRE, ON BEHALF OF THE CREDIT 

UNION NATIONAL ASSOCIATION (CUNA) 

Mr. Covey. Mr. Chairman, members of the committees, thank 
you. My name is Ronald Covey, and I am president and CEO of St. 
Mary’s Bank Credit Union in Manchester, New Hampshire. I am 
testifying on behalf of CUNA. St. Mary’s Bank Credit Union is a 
member-owned, not-for-profit financial cooperative and was the 
first credit union established in the United States. We are very, 
very proud of our heritage. For just over a century, we have been 
helping New Hampshire residents with a full range of affordable 
financial services. The idea behind the credit unions is very simple: 
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People pool their savings and make loans to neighbors and co-work- 
ers in order to help each other achieve a better standard of living. 
That is why we help out small business owners. 

Our credit union involvement in small business lending dates 
back to the first days of our movement. It is in the credit union’s 
DNA. St. Mary’s has a track record of granting member business 
loans that dates back to our early years. We provide business loans 
for working capital, inventory, accounts receivable, equipment 
loans, seasonal loans, commercial real estate loans, and energy 
loans. We are an approved SBA lender and active in all their pro- 
grams. We also use several State programs through the business 
finance authority in the State of New Hampshire. The average 
business loan size at our credit union is under $200,000. We have 
960 business loans totaling $75 million and 2,200 business mem- 
bers. 

Our potential to make more small business loans is much, much 
greater. Business loan demand does exist, but credit unions are 
subject to a statutory cap on business lending. Our cap at St. 
Mary’s is $85 million. Currently, we have a business pipeline and 
a new business loan request of about $15 million that if approved 
we would exceed our cap by $5 million. Let me emphasize that. I 
do not see a scarcity of creditworthy borrowers. I have the funds 
to lend and nearly $5 million of loan requests that may go unfilled 
because of an arbitrary cap enacted 12 years ago without any eco- 
nomic or safety and soundness rationale. Given the demand we see, 
it is difficult to understand why we should not be able to put more 
money back into the community into the hands of hard working 
business owners so they can employ more people and create more 
opportunities. 

There are several hundred letters here that I have from small 
businesses across the country who have received loans from credit 
unions, many after having been rejected by banks, big banks and 
community banks. These members have experienced firsthand the 
value in credit unions providing business loans. Restricting our 
business lending does a great disservice to business owners every- 
where and stymies job growth. 

Some have suggested that an increase in credit union business 
lending could increase the risk of the National Credit Union Share 
Insurance Fund. However, the facts are otherwise. First, our busi- 
ness loan loss rate is just one-fifth that of loss rates at banks and 
lower even still than our own losses in residential mortgages and 
consumer loans. Second, increase in the business lending cap gives 
well capitalized credit unions a way to further diversify their port- 
folio, ultimately lowering the overall risk. 

Third, the NCUA has full authority to supervise credit union 
business lending as the NCUA chairman recently emphasized in a 
letter to the Treasury Secretary. And from my own experience, the 
NCUA and State examiners thoroughly review my business loan 
portfolio annually. For us, increased business lending would be a 
very, very low risk. The President has proposed giving community 
banks access to $30 billion in TARP funds to encourage additional 
lending to small businesses. Credit unions have not sought inclu- 
sion in this program. That is because the chief impediment to cred- 
it unions increasing availability of small business credit is not the 
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lack of capital. The chief impediment is a statutory cap on business 
lending. There is no economic or safety and soundness rationale for 
the cap when it was enacted and there is none that exists today. 

The small businesses need credit unions today. Banks that have 
been serving them in some cases for years are pulling back access 
to credit. This is leaving many creditworthy business owners high 
and dry, unable to get funds they need to operate and expand. Rep- 
resentatives Kanjorski and Royce have introduced legislation that 
would increase the credit union member business lending cap from 
12.25 percent to 25 percent of assets. This legislation would add an 
additional $100 million of business lending capacity to my credit 
union. Nationally, we estimate that credit unions could lend an ad- 
ditional $10 billion to small businesses in the first year of enact- 
ment and help them create over 100,000 new jobs. H.R. 3380 is a 
smart bill that will help small businesses and support communities 
and I encourage Congress to enact this legislation as soon as pos- 
sible. Mr. Chairman, I thank you for being here and I look forward 
to questions. 

[The prepared statement of Mr. Covey can be found on page 137 
of the appendix.] 

Mr. Minnick. Thank you, Mr. Covey. 

Mr. Wieczorek? 

STATEMENT OF RICK WIECZOREK, PRESIDENT AND CHIEF EX- 
ECUTIVE OFFICER, MID-ATLANTIC FEDERAL CREDIT UNION, 

ON BEHALF OF THE NATIONAL ASSOCIATION OF FEDERAL 

CREDIT UNIONS (NAFCU) 

Mr. Wieczorek. Good afternoon. Chairwoman Velazquez, Chair- 
man Frank, Ranking Members Graves and Bachus, and members 
of the committees. My name is Rick Wieczorek, and I am testifying 
today on behalf of the National Association of Federal Credit 
Unions. I serve as the president and CEO of Mid-Atlantic Federal 
Credit Union headquartered in Germantown, Maryland. NAFCU 
and the entire credit union community appreciate the opportunity 
to participate in this discussion regarding the condition of small 
business and commercial real estate lending in local markets. At 
Mid-Atlantic, we are proud of our track record in helping our mem- 
bers and their small businesses. We have been an SBA-approved 
lender since 2004 and just last year became an SBA express lender. 

We currently have closed or have pending 12 SBA loans that 
total approximately $8 million. Mid-Atlantic has just over $28 mil- 
lion in member business loans, putting us at or very near the credit 
union member business lending cap. We believe that the success of 
our member business lending program is because of the expertise 
we have on staff at our credit union. Our top business lending per- 
sonnel have over 85 years of combined SBA business and commer- 
cial loan experience, including receiving awards from the SBA. 
Credit unions believe that we can play an important role in the 
economic recovery. Credit unions have fared well in the current 
economic environment and as a result many have capital available. 
A number of small businesses who have lost lines of credit from 
other lenders are turning to credit unions for the capital that they 
need. With this in mind, NAFCU strongly supports the passage of 
H.R. 3380, the Promoting Lending to America’s Small Businesses 
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Act of 2009. This bill would raise the member business lending cap 
to 25 percent of assets while also allowing credit unions to supply 
the much needed capital to underserved areas. The legislation 
would also change the definition of a member business loan from 
$50,000 to $250,000. This is a significant step for as this panel 
knows, one of the biggest declines in lending has been for loans 
under $250,000. Credit unions have been making business loans for 
decades. 

However, the Credit Union Membership Access Act established a 
statutory cap for the first time in 1998. The same bill also directed 
the Treasury Department to study the need for such a cap and in 
2001, the Treasury Department released its study in which it in- 
cluded credit unions business lending currently has no effect on the 
viability and profitability of other insured depository institutions. 
The National Credit Union Administration has a strong track 
record for overseeing credit union business lending. Just 2 days 
ago, NCUA chairman Debbie Matz wrote Treasury Secretary 
Geithner to assure him that if the arbitrary cap was modified, 
NCUA would promptly revise their regulations to ensure that addi- 
tional capacity in the credit union system would not result in unin- 
tended safety and soundness concerns. 

Finally, while some have falsely tried to tie the arbitrary mem- 
ber business lending cap to the credit union exemption, I would 
point out that credit unions were tax exempt for nearly 80 years 
before any cap was put in place. So there is no correlation. Addi- 
tionally, we also support the continuation of a 90 percent guarantee 
in fee waiver on SBA loans through at least the end of 2010. While 
some have proposed raising the maximum SBA 7(a) loan amount 
from $2 million to $5 million, we do not believe that this is a good 
idea. Maintaining the $2 million limit allows the SBA to guarantee 
a greater number of loans, thereby helping more lenders, small 
businesses, and communities. As this panel is aware, earlier this 
month, the President proposed creating a new $30 billion with 
money remaining from the TARP to make capital infusions in the 
community banks to encourage loans to small businesses. As a pro- 
gram is currently proposed, most credit unions would be eligible 
and statutorily unable to participate in it due to how capital is de- 
fined in a Federal Credit Union Act. 

We applaud the Administration for its focus on increasing job 
growth and small business lending and we believe that the Admin- 
istration should also find ways to include credit union business 
lending in its efforts. Raising the arbitrary credit union member 
business lending cap would make it easier for small businesses to 
have access to loans. Furthermore, this could be done without cost- 
ing the American taxpayer a time. Many credit unions such as 
mine are approaching the cap and have the funds available. In con- 
clusion, the current economic crisis is having an impact on Amer- 
ica’s credit union, but they continue — and we continue to provide 
superior products and services to their members. Credit unions 
stand ready to help our Nation’s small businesses recover from the 
current economic downturn. Legislation before Congress such as 
H.R. 3380 and the proposals to extend the fee waiver and 90 per- 
cent SBA loan guarantee would aid credit unions in their efforts to 
help our Nation’s small businesses. 
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Additionally, as new programs are proposed, we hope they are 
designed to include credit unions. I thank you for the opportunity 
to appear before you today on hehalf of NAFCU, and I welcome any 
questions that you may have. 

[The prepared statement of Mr. Wieczorek can he found on page 
312 of the appendix.] 

Mr. Minnick. We thank you, Mr. Wieczorek. 

Ms. Nash? 

STATEMENT OF CATHLEEN H. NASH, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, CITIZENS REPUBLIC BANCORP, 

MICHIGAN, ON BEHALF OF THE CONSUMER BANKERS ASSO- 
CIATION (CBA) 

Ms. Nash. Good afternoon, members of the committees. My name 
is Cathy Nash and I am president and CEO of Citizens Republic 
Bancorp. We are are a $12 billion institution headquartered in 
Michigan and serving the upper Midwest. In 2009, we approved 
$2.9 billion of loans, and we are very proud to have been named 
the number one SBA lender in Michigan for 2 years in a row. I am 
also a member of the board of directors of the Consumer Bankers 
Association, and this association, for more than 90 years, has been 
the recognized voice on retail banking issues in our industry, in- 
cluding small business lending. 

Our members collectively hold two-thirds of the industry’s total 
assets. I am pleased to have the opportunity to appear before you 
today to discuss the issues surrounding small business and com- 
mercial real estate lending. As we seek to continue to move our 
economy and indeed our country back on the path of stability and 
prudent growth. It is important to seek input and engage in vig- 
orous debate with focus on those who are most able to influence 
that path. 

In my positions with Citizens Republic, as well as with the CBA, 
I see the challenges we face in serving our clients, protecting our 
depositors and navigating through the current economic climate. 
Those problems have been magnified. As a bank, we ask how much 
capital is enough. Some would say in view of the crisis we have ex- 
perienced that a bank can never have too much capital. With an 
uncertain view of the near future, regulators must focus on pro- 
tecting banks’ depositors. The best way to do that is to require 
banks to hold more capital. Every dollar of capital a bank requires 
to cover a potential bad loan is a dollar that cannot be lent to a 
business owner. It is a dollar that cannot help a community recover 
and grow jobs. It is exactly the holding of more capital that adds 
to this cycle’s length and severity. 

By holding capital and therefore making fewer loans or actively 
shrinking a bank’s balance sheet to preserve even more capital, 
businesses cannot grow and hire because their capital access has 
been restricted. As banks have navigated through this cycle, it is 
clear that some of the practices of the last decade must be curtailed 
and this impacts those businesses seeking to borrow today. In the 
past, banks competed vigorously for new loan clients. While most 
banks have strong credit criteria and policies, too often those were 
overridden to win a deal. 
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In today’s environment, we have not loosened nor tightened our 
standards. We are holding every loan opportunity against those 
standards. This may feel to a borrower as if a bank is getting more 
restrictive when in fact we are following long-established policies. 
In our markets, we saw some banks close credit lines via letters 
that clients brought into our branches. We have seen competitors 
exit industry segments and geographies. 

For business clients, we look at each borrower discreetly. Based 
on their plans and forecasts, we have tried to size our lines of cred- 
its based on their business needs. For example, for a long standing 
client with a $2 million line of credit that they have never used, 
we might work with that client to reduce that line of credit to a 
more reasonable level based on their business plans and forecasts. 
To some clients this feels like a significant reduction, but our goal 
continues to be that we meet our clients’ needs and manage our 
capital requirements. 

Commercial real estate lending is driven by lower occupancy and 
lower rents paid by tenants. Or on the building side, slower sales 
that result in lower prices. These factors in turn drive the ap- 
praisal of the properties and our ability to lend to the level that 
we originally thought we could. For example, we have a client who 
wants to build an office building and it is a $10 million project. 
Presales did not come through and those that did were at lower 
rent rates. Our clients believe the market will come back but as yet 
are unwilling to put in additional money to maintain the loan-to- 
value that we look for in our credit policy. 

And this is a typical example for us. Recent changes in proposal 
have been made — should have a positive impact and we support 
the SBA proposals both in the express loans, the 504 program and 
the 7(a) loans because we believe they will help our industry. The 
ARC loan program was well intended, but it may not be enough to 
get bankers to use it, because it essentially asks bankers to certify 
that borrowers are in financial hardship at the same time they 
need to certify that they are able to pay back the debt and most 
bankers won’t be willing to do that. 

In your invitation, you asked how banks can, as a practical mat- 
ter, best fulfill their fundamental role as intermediaries in the 
credit market consistent with prudent lending standards and 
strong capital requirements. In a period of extreme financial eco- 
nomic stress, this is indeed the key question, good borrowers who 
have the willingness and capacity to repay will always find a loan. 
Those borrowers with weaker financials will find it more difficult 
in this environment to obtain financing. The fundamental capacity 
and willingness to repay must be established once again as a hall- 
mark of lending activity. This will happen, one borrower at a time, 
by bankers who know and understand them. We thank you as you 
continue to look for ways to improve small business and commer- 
cial real estate lending and the CBA is committed to working with 
members of both committees to meet that goal. 

[The prepared statement of Ms. Nash can be found on page 256 
of the appendix.] 

Mr. Minnick. Thank you very much. 

Mr. Hoyt? 
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STATEMENT OF DAVID HOYT, HEAD OF WHOLESALE BANKING, 
WELLS FARGO & COMPANY 

Mr. Hoyt. Madam Chairwoman, Mr. Chairman, Ranking Repub- 
lican Members, and members of the committees, I am David Hoyt, 
head of wholesale banking at Wells Fargo & Company. Thank you 
for the opportunity to be here today to discuss lending and credit, 
topics that are critical to business owners, or business at Wells 
Fargo and economic recovery. Wells Fargo is the number one small 
business, middle market, and commercial real estate lender in 
America serving more than 2 million small businesses, and 15,000 
middle market basis nationwide. We bank approximately 1 out of 
every 10 small businesses and 1 out of every 3 middle market basis 
in this country. 

In many cases, we have had banking relationships with cus- 
tomers that have spanned multiple economic cycles. We proactively 
work with borrowers who may be experiencing difficulties and en- 
courage them to have conversations with us as early as possible so 
that we are able to explore alternatives. 

Many business owners in America are hurting. At Wells Fargo, 
we are doing our part to get businesses back on their feet. In 2009, 
we extended over $40 billion of new credit to our business bor- 
rowers. We continue to read media stories and hear directly from 
business customers who are concerned about being able to obtain 
the credit they need to run their businesses. We also see that the 
demand for business credit has remained soft through the fourth 
quarter of 2009. 

In our opinion, the reality of weaker loan demand as well as the 
perception of a lack of availability of credit is rooted in several fac- 
tors: First, the economy has taken its toll on the credit and finan- 
cial capacity of many businesses reducing the cash flow and the ca- 
pacity to repay debt. Second, asset values have declined from much 
higher levels which existed at the top of the economic cycle; busi- 
nesses that relied on the value of these assets to borrow can’t bor- 
row as much against them today. Third, given the uncertainty of 
the economic environment, we see our borrowers being more con- 
servative, stocking less inventory, and making few capital invest- 
ments, which reduces the need to borrow. 

And finally, loan structures and terms are more conservative 
now than at the peak of the economic cycle, and we believe right- 
fully so. The increasingly aggressive extensions of businesses credit 
were partially responsible for the current financial crisis. Bor- 
rowers that access credit on those terms find the terms of credit 
extended today to be more restrictive. 

Turning to the commercial real estate market, asset values have 
decreased significantly, leaving many borrowers and lenders in a 
position where the loans exceed the value of the property securing 
them. During the last decade, commercial real estate saw a sub- 
stantial amount of liquidity enter the market, reaching an all-time 
high in 2007. As a result, valuations increased. As the economy 
slowed, returns reverted to normal levels. Adding to the problem, 
weaker tenant demand and tenant failures are resulting in declines 
in cash flow generated by individual properties. The combination of 
these issues has resulted in declining property values, in many 
cases 40 to 45 percent. Our recent experience is that there is sub- 
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stantial liquidity available in the market to deal with these issues 
on a macro level, although these resolutions are often economically 
painful to individual owners and lenders. 

In our opinion, this is not a short-term problem and our expecta- 
tion is it will take some time for the problem of the overvaluation 
of commercial real estate to work its way through the system. We 
want to be part of the solution, so we are hiring bankers, providing 
educational tools to customers, doing outreach to women and di- 
verse business owners, and extending SBA loans. 

When lending to small businesses, we are taking the time to re- 
evaluate the loans we declined. We take a second look at declined 
loans because we want to make every good loan we can. There are 
positive signs in the market. While loan demand is soft, it has im- 
proved over the last several months. Businesses applying for credit 
are stronger, competition for well underwritten loan opportunities 
is increased, and liquidities in the market have also improved. 

As we all travel along the road to economic recovery. Wells Fargo 
maintains our commitment to help businesses owners, large and 
small alike, succeed financially. Madam Chairwoman, Mr. Chair- 
man, and members of the committee, thank you, and I will be 
happy to answer any questions. 

[The prepared statement of Mr. Hoyt can be found on page 238 
of the appendix.] 

Mr. Minnick. Thank you, Mr. Hoyt. 

We will now hear from Mr. McCusker. 

STATEMENT OF CHARLES McCUSKER, CO-MANAGING 

PARTNER, PATRIOT CAPITAL, L.P., ON BEHALF OF NASBIC 

Mr. McCusker. Chairwoman Velazquez, Chairman Frank, Rank- 
ing Member Graves, Ranking Member Bachus, and members of the 
Small Business and Financial Services Committees, thank you for 
the opportunity to testify today on behalf of the National Associa- 
tion of Small Business Investment Companies regarding the state 
of small business lending. 

My name is Charles McCusker, and I am a founder and man- 
aging partner of the Patriot Capital family of investment funds. Pa- 
triot Capital holds three small business investment company li- 
censes. Non-bank lenders such as small business investment com- 
panies, or SBICs are an important and often overlooked part of the 
small business equation. Patriot Capital, for example, has provided 
investment capital, long-term investment capital to 64 businesses, 
small businesses. And the Patriot Capital portfolio companies em- 
ploy over 10,000 people in 23 States. Seventeen of these invest- 
ments have been made since mid-2008. Six thousand of the 10,000 
people we employ were — jobs were created as a direct result of our 
investments. 

SBIC is a very small, highly regulated, private investment fund 
that invests exclusively in domestic small businesses primarily 
through long-term capital investments. Under the program SBIC 
funds raised private capital from institution and individual inves- 
tors, and upon licensure from SBA can access low-cost leverage to 
multiply the amount of capital available for small business invest- 
ment. The program is getting capital to the market. 
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When the Treasury and the Small Business Administration held 
a summit on small business financing in November, the only small 
business participant at the small business forum who said he had 
adequate access to capital was a small business investment com- 
pany backed company. 

At Patriot Capital, for example, we have a recycling company in 
the Midwest that has struggled, but survived the economic down- 
turn, met every expectation laid out to the bank, and yet the bank 
continues to reduce the amount of credit available to this company. 
And while debt capital would be available if the company were a 
larger scale, small businesses like this recycler are having serious 
problems accessing capital. Patriot Capital provided capital when 
the bank would not. 

SBICs can and do fill the capital void in the marketplace, func- 
tion in the symbiotic relationship with the banks. Banks are not 
competitors but are major investors in our funds and are sources 
of daily credit for the businesses in which we invest. SBICs fill an 
important and unique role in providing capital to small businesses. 
SBICs generally provide long-term non collateralized investment 
capital in the 500,000 to $5 million range, a range in which banks 
often are not comfortable lending particularly smaller community 
banks. 

SBICs also invests in small businesses which, despite being solid 
companies, have collateral considered too risky for banks to con- 
sider worthy of credit. 

In addition, in Fiscal Year 2009, SBICs made over 20 percent of 
their investments in low- and moderate-income areas, and over 90 
percent of investments held by SBICs were in smaller enterprises. 
Furthermore, related banks, banks are often more comfortable 
lending to small businesses with SBIC’s as long-term capital inves- 
tors. 

Patriot Capital has businesses in multiple industries and very 
few are immune to the current lack of liquidity in the marketplace. 
Several very solid, well-managed companies in our portfolio from 
the Midwest paper recycler I mentioned to a southeastern trucking 
company, to a woman-owned and managed East Coast telecom 
manufacturer, to a rural provider of natural gas would have been 
put out of business and liquidated, put out of business and liq- 
uidated by their banks if not for the banks and the FDIC program 
and the capital to support these businesses. 

In approximate numbers, these four companies alone represent 
over $100 million in revenue and 600 American jobs. These may 
not seem like large numbers, but they are huge numbers to their 
employees and their hometowns. Also when you consider that these 
four companies represent only 4 percent of our port and Patriot 
Capital while collectively one of the largest SBICs is only 2 percent 
of program, you have to multiply those numbers by a thousand to 
understand the impact. 600,000 American jobs. 

Stories like this can be told by every one of the SBICs in the 
marketplace. It is definitely a fact that it is faster and easier to 
save and create jobs in a solid small business than to create them 
from scratch. Recent actions by — and proposed actions by banking 
regulators and the Administration are cutting off capital to SBICs 
and small businesses. 
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The day after the President proposed the Volcker Rule, many 
banks suspended investments in SBIC formation, even before 
Gramm-Leach-Bliley banks were allowed to invest in SBICs. A 
clear message needed to be sent to banks that they are not only 
allowed but encouraged to invest in SBICs. Also, recently 
inexplicably banking regulators, particularly the OCC have inad- 
vertently cut off new investments in SBICs by removing certainty 
that the banks will receive CRA credits for investing in small busi- 
ness investment companies. There has been no legal or regulatory 
change, but the actions of a few examiners are cutting off capital 
to small businesses. CRA credit for SBIC investments needs to be 
explicitly memorialized. 

On the incentive side, the $30 million of TARP capital if just 3 
percent of that were allocated to community banks to invest di- 
rectly in SBICs that capital can be leveraged by the SBA and, in 
turn, invested in companies for providing long-term investment 
capital. 

Finally we do encourage — 

Mr. Minnick. The gentleman’s time has expired. 

Mr. McCusker. Thank you for the opportunity to testify today, 
and I welcome any questions. 

[The prepared statement of Mr. McCusker can be found on page 
246 of the appendix.] 

Mr. Minnick. Ms. Robertson? 

STATEMENT OF SALLY ROBERTSON, PRESIDENT & CEO, BUSI- 
NESS FINANCE GROUP INC., FAIRFAX COUNTY, VIRGINIA, ON 

BEHALF OF THE NATIONAL ASSOCIATION OF DEVELOP- 
MENT COMPANIES (NADCO) 

Ms. Robertson. Good afternoon. My name is Sally Robertson, 
and I am a board member of the National Association of Develop- 
ment Companies. Additionally, I am the president of Business Fi- 
nance Group, it is a Virginia-based, nonprofit provider of SBA 504 
loans — 504 is a public private partnership that leverages 40 per- 
cent Federal loan guarantees to induce commercial lenders to pro- 
vide 50 percent financing for long-term commercial real estate 
projects. Those projects are job creators and are done at no cost to 
the Federal Government. 

I am pleased to provide comments this afternoon on the state of 
commercial real estate lending and the need to improve access to 
capital for small businesses. NADCO applauds both committees for 
examining CRA issues before the pending crisis overtakes us. 

Independent studies by Deutsche Bank, Credit Suisse, and the 
Congressional Oversight Panel reveal that at least 1.4 trillion 
NCRE will mature in the next 5 years. Of this, about 750 billion 
is held by small and medium community banks, representing as 
much as 300 percent of their main capital and reserves. 

The recession and pressures from bank regulators have forced 
smaller banks to focus on rebuilding capital rather than on making 
small business loans. The loss of the CMBS market for the sale of 
CRE loans has added to the liquidity issues for those banks. If 
steps are not taken soon, the rate of bank failures is predicted to 
increase as the crisis worsens. Without capital even successful 
businesses cannot grow. Without new sources of long-term capital. 



79 


businesses that cannot refinance their commercial homes will risk 
shutting their doors, adding their employees to the ranks of the un- 
employed. 

One of the larger loans we have done is for a second generation 
commercial laundry facility. The project financed equipment while 
the borrower financed the building through a conduit as the equip- 
ment loan maxed out their SBA eligibility. The conduit will mature 
shortly, and if a renewal is not available conventionally, our busi- 
ness may fail since the equipment cannot be readily moved causing 
the loss of 131 jobs. 

Through two rounds of stimulus. Congress and the Administra- 
tion have worked hard to put more fixed asset financing and work- 
ing capital into the hands of small businesses. A 50 percent in- 
crease in 504 volume through January 31st of this fiscal year over 
last fiscal year speaks to its success, but the current stimulus pack- 
age is ending. An extension of the stimulus provisions is critical to 
access to capital for small business and has been supported by AD 
organizations in a letter to Congress, but we must all do more to 
expand capital sources and induce community banks to get back in 
the lending business. 

We believe that many small businesses either need access to 
larger guaranteed amounts or have already used up their allocated 
maximum for 504 under current law. The Credit Suisse study cited 
above indicates that the majority of CMBS loans coming due are 
between $2 million and $5 million, demonstrating a dispropor- 
tionate impact on small business. And the current loan size limits 
are frequently too low to assist many successful small businesses 
that can expend and create the most new jobs. 

We recognize the House Small Business Committee for passing 
H.R. 3854 and the SBA Programs Reauthorization bill with numer- 
ous beneficial program changes. Foremost among these changes is 
the proposal to increase the maximum 504 loan size from $1.5 mil- 
lion to $3 million and the limit for critical public policy loan would 
increase from $2 million to $4 million. However, the expanding 
CRE financial crisis has increased the demands for capital beyond 
the House passed new 504 loan limits. 

As President Obama has advocated, and small business and 
lending associations have endorsed, we support the urgent need to 
provide even greater levels of capital access to healthy growing 
small businesses. 

As stated in H.R. 4302, we urge support for a total credit limit 
tomorrow a single borrower $5 million for regular 504 projects and 
public policy projects at a $5.5 million limit for manufacturers and 
energy efficient projects. Our industry also strongly recommends 
that the committee support H.R. 4302 for the proposed temporary 
expansion of 504 refinancing provisions. 

There are three distinct needs each of which affects of jobs out- 
look. Maturing debt, small businesses even those who can make 
their payments may be unable to renew their loans for their busi- 
ness real estate which could lead to foreclosure. Losing 504 to at- 
tract a commercial lender to the refinancing project could save 
those jobs. 

High cost debt. Many small businesses have older loans done 
when rates were high. By refinancing these loans at today’s lower 
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interest rates, the savings on debt cost can be used to expand in- 
ventories and hire more workers. 

Access locked up real estate equity. In spite of the decline in real 
estate values, many small firms have significant equity in their 
business real estate. Refinancing those existing mortgages while 
providing them with more operating cash will enable them to rein- 
vest it in business operations, expand and create jobs for their com- 
munities. Again, thank you for the opportunity, and I look forward 
to your questions. 

[The prepared statement of Ms. Robertson can be found on page 
264 of the appendix.] 

Mr. Minnick. Thank you, Ms. Robertson. 

I would like to thank all of you on the panel for your thoughtful 
comments. The favor we have done all of you by asking you to come 
late Friday afternoon is that our questions will be mercifully brief. 
I would like to start by turning the committee over to the ranking 
member, Mr. Bachus, for 5 minutes. 

Mr. Bachus. Thank you. Let me ask, I guess particularly the 
bankers on the panel, have the recent policy statements and the 
guidelines that have been issued jointly by the Federal regulators 
provided you any clarity or maneuverability in making loans? 

Mr. Andrews. I will address that, Mr. Bachus. I believe there is 
some clarity in those guidelines. But at the same time, I do have 
a lot of peers that I speak with and that clarity is not fully dissemi- 
nated yet to the field examiners. And so within those guidelines, 
there also remains a fair amount of examiner discretion and so 
that is a problem from time to time that we have not seen the 
problem mitigated and we still see a severe regulatory environ- 
ment. There is some clarity in there in the spirit of that, but the 
implementation is still lacking a little bit. 

Mr. Bridgeman. Congressman Bachus, I would say that having 
recently experienced an examination in the month of December, 
there is a disconnect between what is being put out from Wash- 
ington in the form of the guidances and what is actually being de- 
livered to the community bankers at the grassroots level. There is 
clearly some subjectivity that seems to be going to the excessive 
over zealous side. 

Mr. Bachus. Mr. Grant? 

Mr. Grant. I would just like to echo what Mr. Bridgeman and 
Mr. Andrews said. There still is that message out in the field that 
hasn’t gotten through yet. We heard some comments about the ex- 
aminers today that certain things that just don’t generally apply in 
practice once you get out in the field. So I would just echo what 
has just been said. 

Mr. Bachus. Mr. Hoyt? 

Mr. Hoyt. Yes, we would view that as being — the guidance as 
being a reiteration of some long-standing guidance that the OCC 
has had. And I would take a bit of different of a different view, I 
think our examinations have been consistent with the guidance 
that has been provided. 

Mr. Bachus. There does seem sort of a disconnect between your 
experiences, that the lending needs of small businesses are being 
meet, is that what I heard you say? 
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Mr. Hoyt. I can’t speak for the needs of all small businesses, but 
I can certainly tell you that it is something that we are trying very 
hard to meet. We are hiring more bankers, we are making more 
loans and we are clear in the fact we want to do every good loan 
we possibly can. 

Mr. Bachus. Do you think there is an unmet need among credit 
or the small businesses for loans or for refinancing or among devel- 
opers, say, for refinancing? Do you think — I mean, you have heard 
what some of your fellow panelists have said? 

Mr. Hoyt. We have seen, I would say, an increased competition 
for lending particularly over the last few months. And in most 
cases, we are seeing competition between multiple financial serv- 
ices providers competing for individual loan opportunities. 

Mr. Bachus. As opposed to — are the loans available or are they 
just at a higher rate than small businesses want to pay? 

Mr. Hoyt. I would say that the loan availability harkens back to 
a number of the issues that I mentioned in my testimony which re- 
lates to the fact that I think small businesses are under more 
stress. I think that in many cases, borrowers, or most cases, bor- 
rowers aren’t able to access credit on the same terms that they 
were able to access credit on 2006, 2007 creating the perception of 
a change. So I believe the credit is available. 

Again, we are trying very hard to find all the opportunities and 
who want to do more in the small business area, but there clearly 
is an availability issue relating I believe to the creditworthiness in 
some cases, and rates and terms available to small businesses own- 
ers. And many small business owners are under a lot of economic 
stress. 

Mr. Bachus. Let me ask you this, and I am particularly inter- 
ested in, say, a bank the size of Wells, and this is anecdotal evi- 
dence, but from time to time we do hear small businesses, and 
when I say “small,” I am talking about those employing maybe 100 
employees, saying that some of the banks, the larger national 
banks are not that interested in making small loans. Would maybe 
any of the panelists like to comment on — Mr. Hoyt, is that — 

Mr. Hoyt. I don’t think anything could be further from the truth 
for our institution. As I mentioned, we now bank about 1 out of 
every 10 small businesses in the United States. Last year, we hired 
an additional 1,500 bankers to fund small business loans, and we 
intend to hire at least another 700 this year. As I mentioned be- 
fore, we made $40 billion in new loans to our business customers 
last year. 

Mr. Bachus. Are those small businesses? 

Mr. Hoyt. Small business, about $13 billion. 

Mr. Minnick. Thank you, Mr. Hoyt. The gentleman’s time has 
expired. I call on Chairwoman Velazquez for 5 minutes. 

Chairwoman Velazquez. Thank you, Mr. Minnick. I would like 
to ask Mr. Andrews, Mr. Bridgeman, and Mr. Grant the following 
questions and I would like yes or no answers. 

If the Treasury’s proposed $30 billion small business lending 
fund were enacted today, would you apply for funding? 

Mr. Andrews. Yes. 

Mr. Bridgeman. Yes. 

Mr. Grant. Yes. 
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Chairwoman Velazquez. I would like to ask you whether you 
will commit to using the money you receive solely for the purpose 
of small business lending, Mr. Andrews? 

Mr. Andrews. Yes. 

Mr. Bridgeman. Yes. 

Mr. Grant. Yes, we will. 

Chairwoman Velazquez. Will you also be supportive of fees or 
other penalties for banks who take the money and do not use it to 
make small business loans? Mr. Andrews? 

Mr. Andrews. I would be supportive of how Herb Allison out- 
lined it in his testimony. 

Chairwoman Velazquez. I am sorry. 

Mr. Andrews. I would be supportive of how Herb Allison out- 
lined his testimony with the incentives. 

Chairwoman Velazquez. Is that a “no?” 

Mr. Andrews. Would you rephrase the question for me? 

Mr. Bridgeman. That would be a no. 

Mr. Grant. No. 

Chairwoman Velazquez. Mr. Wieczorek, there currently are 
some, but let me ask you, you want to do more small business lend- 
ing, both of you, Mr. Covey and Mr. Wieczorek, right? 

Mr. Wieczorek. That is correct. 

Chairwoman Velazquez. What would be your answer if you are 
allowed to receive money from the $30 billion, will you take it? 

Mr. Wieczorek. Well, we can’t, this is all. 

Chairwoman Velazquez. I know, I know, but let’s say you can. 

Mr. Backus. Some of these are sort of theoretical questions. 

Mr. Wieczorek. Yes. 

Mr. Covey. No, we would not. 

Chairwoman Velazquez. Mr. Wieczorek, there are currently 
some who are proposing that we increase the maximum size on 7(a) 
loans as much as 2 V 2 times the size to $5 million. Have you seen 
any real demand for loans this large from small businesses, or is 
this something that is more likely to benefit large banks? 

Mr. Wieczorek. I have not seen that demand, but I agree that 
it would be more in tune with larger institutions. 

Chairwoman Velazquez. Mr. McCusker, equity capital can be a 
vitally important part of the small business capital structure. Do 
you think that the Administration has missed an important part of 
the solution by focusing only on lending programs? 

Mr. McCusker. Thank you for the question. I believe that both 
equity and long-term investment capital, whether it is in the form 
of equity or long-term debt, is a vital solution to the growth of the 
American economy, absolutely. 

Chairwoman Velazquez. Let me ask you, Mr. McCusker, have 
you seen a demand for loan sizes as much as $5 million? 

Mr. McCusker. We invest in the areas of $500,000 to $5 million, 
so we do see a demand for loans in those areas. Mostly in longer 
term investment categories though, either equity or unsecured 
debt. Not so much in terms of short-term capital. 

Chairwoman Velazquez. Do you think the proposal to increase 
the 7(a) loans to $5 million is duplicative of what the SBICs al- 
ready do? 
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Mr. McCusker. Well, I am not exactly an expert on what that 
SBA loan program is. But I do know it takes the same amount of 
time and effort to do a $5 million loan as it does a $50,000 loan. 
So I am afraid the result may he more money but less loans to less 
small businesses. As I understand it, I am not as supportive of it. 

Chairwoman Velazquez. Okay, thank you. 

Mr. Minnick. Mr. Bartlett? 

Mr. Bartlett. Thank you. Increasingly, small businesses will be 
coming to the traditional lenders, the community banks and credit 
unions. If this recession is like past recessions, the companies that 
will lead us out of the recession will be small companies. Maybe for 
the last recession, I think said more than 90 percent of all the new 
jobs were created in the companies of 1 to 4 employees, those are 
really small companies. They will be coming to the community 
banks and credit unions. Community banks and credit unions, as 
far as I know, have made few or no subprime loans, they are finan- 
cially sound. You are different than the banks that have made this 
plethora of subprime loans that are in financial difficulty. And yet 
you are burdened by what may be excessive response to this crisis 
with the regulatory changes. 

You are different, why shouldn’t you be treated differently? If 
you aren’t, I am afraid that this recovery is going to be stifled be- 
cause you will not be able to make the loans that you know would 
be good loans to the people that you know could repay them that 
would create jobs and that would bring us out of this recession. If 
you are different, why shouldn’t you be treated differently? 

Mr. Andrews. I think we should be treated differently. I think 
that there should be a 2-tier system of sorts that favors community 
banks. I think community banks did not create the problems of 
Wall Street and we would be in favor of regulatory relief. And we 
would be in favor of a change in the attitude as far as capital ratios 
are concerned too. 

Earlier in the panel, we heard a situation where how come com- 
munity banks can’t attract capital, it is because the 19th largest 
banks in the world were backstopped by the U.S. Government and 
there is a disparity of “too-big-to-fail” out there, you create an 
unlevel playing field and I think that needs to be addressed. 

Mr. Grant. I would like to respond also, and say that I think in 
our economy, we need banks of all sizes. In reality, an awful lot 
of the misery that was caused by the recession was really from 
nonregulated financial institutions. And to a great extent, regu- 
lated financial institutions, regardless of their size, really do not 
contribute significantly to the downturn. Having said that, we cer- 
tainly applaud appropriate financial regulations. I don’t think that 
the current regulated institutions — ^be they large banks, small 
banks or credit unions — in my opinion, there is more than ade- 
quate regulatory supervision of those institutions. We would apply 
some sort of regulatory scheme that is placed on the nonregulated 
financial institutions that really brought about this problem. 

Mr. Bridgeman. I would say that the number one thing that I 
would like to see is consistency in the regulations because with the 
current environment right now we are getting mixed signals on 
capital ratios, reserves, they are inconsistent. There is differences 
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in capital ratios even between States what are being considered the 
new thresholds, so to speak, even though they are unofficial. 

So there needs to be consistency and there also needs to be an 
understanding that a lot of examining body at this point has never 
been through this kind of downturn. A lot of the bank examiners 
are very young. 

As a matter of fact, I have been a banker in many cases longer 
than some of the bank examiners have been alive. So when you 
take that into consideration there needs to be some common sense 
applied, some reason. I not saying that we have to be regulated dif- 
ferently, just fairly. 

Mr. Covey. Congressman, credit unions are being treated dif- 
ferently now because we have an artificial cap on how many loans 
we can do as a percentage of our assets. And as we approach that 
cap, we have capital and resources but the cap is preventing us 
from doing more business lending. 

Mr. WiECZOREK. I agree that I think we should — we are being 
treated differently and one of the things that I wanted to clarify 
about, a hypothetical question about — 

Mr. Bartlett. To the detriment of the borrower, are you not? 

Mr. WiECZOREK. I feel it is benefiting the borrower. We are out 
there lending. 

Mr. Bartlett. I said there were caps you were up against that 
prohibited you from making loans you would like to loan. 

Mr. WiECZOREK. That is correct, let me say one thing really 
quickly about the hypothetical, though, question about the TARP 
funds, and I just wanted to make sure that my intention there was 
that because we can’t raise capital, it would be nice if we could get 
that capital injection. And I think that is how we getting treated, 
that is also preventing us from growing and going out and doing 
what we need to be doing. 

Mr. Minnick. The gentleman’s time has expired. 

Mr. Bartlett. Thank you, Mr. Chairman. 

Mr. Minnick. Mr. Luetkemeyer? 

Mr. Luetkemeyer. Thank you, Mr. Chairman. I think all the 
regulators have left, which is disappointing to me from the stand- 
point that all of you sat through their testimony. I think it would 
be important of them to listen to you. It reminds me of a headline 
I saw in The Washington Times today with regards to the health 
care summit, so I will paraphrase. They were listening, but they 
were only listening to themselves. So along that line, I am just 
kind of curious the bank folks I know that you have been ham- 
mered with an FDIC insurance premium. How impactful has that 
been to your ability to lend? 

Mr. Bridgeman. Well, I will tell you that any time you lose earn- 
ings, you lose the potential to lend. My FDIC insurance premium 
from 2006 to 2009 at the same level of ratings that we had went 
up 1,205 percent. It went from $36,000 annually to $444,000 annu- 
ally, and that is a significant impact. It impacted me in my ability 
to lend into my community. So that is how it affects us. 

Ms. Nash. Yes, from our point of view, we had to cut expenses 
to pay that FDIC premium. It hasn’t really impacted our lending 
ability or our willingness to lend, we simply had to cut expenses 
to pay the premium. 
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Mr. Andrews? 

Mr. Andrews. We have been able to absorb that, but at the same 
time the industry stands behind the insurance fund and it was 
probably necessary. 

Mr. Luetkemeyer. Mr. Grant? 

Mr. Grant. I would echo similar remarks. I do think the FDIC 
took pains to make sure the impact was spread over a number of 
years. To emphasize what Mr. Andrews said, the FDIC fund has 
always been funded by banks; it has not cost the taxpayer any 
money at all. And so this is the same as property and casualty: 
when the losses go up, the premiums go up. It certainly was a 
tough nut for us, and like Ms. Nash, we have had to cut expenses. 
We just sent a $10 million check off to the FDIC at the end of last 
year. And that hurts your earnings a little bit but you carry on 
from there. 

Mr. Luetkemeyer. Just a little? Okay. 

Mr. Andrews, in reading through your testimony, I notice that 
you had a couple of ideas there about net operating loss, carry back 
and sub-tip duress, income tax cap at 35 percent. Would you like 
to elaborate on that just a little bit of how important you think 
that is to the viability of community banks and how it impacts 
lending? 

Mr. Andrews. Well, I think you find a lot of community banks 
right now in a lost position. So earlier in panel one, we actually 
had a question regarding accounting. And we had net loss oper- 
ating carry backs. If I think we were to extend that, it would be 
very beneficial. Another thing that has come up to bite banks has 
been deferred tax assets where you have a difference between ac- 
crual accounting on your annual statement plus your tax returns. 
And a lot of those tax deferred assets that had built up over the 
years were being wiped out and that is a direct hit to capital. 

But in my written statement yes, we are in favor of extending 
the net loss carry backs, I think that would be very beneficial. 

Mr. Luetkemeyer. Can you explain the income rate cap on sub 
S? 

Mr. Andrews. On sub S, sure. On sub S, I think that there are 
a lot of small community banks that are out there that will orga- 
nize themselves as sub S. And you obviously have Tax Code issues 
with the corporations that you heard earlier where you had a bor- 
rower that was in a loss position. And so we think we are to pro- 
vide relief for these small businesses in the form of sub S account- 
ing and tax breaks that that would help stimulate and make the 
franchise more valuable and also lend in the community. So we are 
in favor of some relief on the tax side. 

Mr. Luetkemeyer. Okay, the examiners who were here a while 
ago made comments to the effect they were concerned about or I 
think a discussion held anyway with regards to their — the way that 
they were being advised to do things and I think that one of you, 
a number of you made the comment about the disconnect. I was cu- 
rious about regards to the examiners that you are experienced with 
have experiences with, are they looking — whenever they review 
your loan portfolio, are they looking at what is going on now, trying 
to guess what is going to happen in the future or are they looking 
at your loan portfolio now, and what the environment is today, and 
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how you need to be looking at that and trying to succeed in that 
environment? 

Mr. Grant. I think it is a combination of both. 

Mr. Luetkemeyer. You don’t have a crystal ball, is that what 
you are saying? 

Mr. Grant. And there is an awful lot of that they utilized the 
world, while we want you to stress current situations. So, as I 
think was indicated earlier, you get a situation where things may 
be okay now, but as you go through various stress tests, then all 
of a sudden they deteriorate. And then they take the position, well, 
because of that prospect of deterioration we want you to go ahead 
and classify the asset and possibly take charges or allowance for 
it. 

Mr. Minnick. Thank you, Mr. Grant. The gentleman’s time has 
expired. 

Mr. Luetkemeyer. Thank you, Mr. Chairman. 

Mr. Minnick. I would like to ask the community bankers here 
a question, and I will start with Mr. Andrews. We had testimony 
in the first panel from at least two of your customers, collective 
customers that the inability of their lenders to make loans was not 
just a function of lack of demand, but was very importantly influ- 
enced by a combination of procyclical regulation by the regulators 
wanting more than minimum capital requirements and reducing 
their lending based on experience that in many cases they had 
caused, combined with illiquidity portfolios, asset portfolios, com- 
bined with inadequate capital that was caused importantly by ap- 
praisals based on distressed sale values that had caused loans to 
be classified and reserves to be created that were not necessary 
based upon any intelligent valuation of the assets used as collat- 
eral. 

I would like to ask you to what extent is — are those three factors 
influencing your and your members ability to function in this dif- 
ficult environment? 

Mr. Andrews. Well, included in my written and oral testimony, 
I touched on those areas. I do think that we are in a tough regu- 
latory environment as I mentioned the roughest we have had in 
over 2 decades. You are seeing loan loss reserves increase with dra- 
matic rates. Many of my peers will consider them to be excessive 
levels. You also are seeing capital ratios being raised by the exam- 
iners in the field. 

In my oral testimony, you heard my leverage ratio went from 5 
percent to 10 percent. That limits our ability to lend, it forces us 
to look at our balance sheet and possibly shrink that. You heard 
in my oral testimony loans of $248 million which shrunk to $200 
million. 

Mr. Minnick. And what is happening to you is typical of what 
is happening to all your members and the community bankers? 

Mr. Andrews. I think that it is typical of what happens in var- 
ious regions of the country, the west coast, Oregon, Washington, 
Florida. Certainly, there are States that are suffering more than 
others. All my peers have certainly happening with that they are 
crying the blues, it is difficult. 

Mr. Bridgeman. I would mirror Mr. Andrews in a lot of his com- 
ments. I would tell you that the regulatory environment is signifi- 
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cantly impacting our ability to lend. And I think that some of the 
write downs that are being placed on banks for because of the ap- 
praisals dropping, the real estate is going down significantly. And 
because of that we are taking more money into reserves. We have 
very, very strong reserve at our bank along with very good capital 
ratios, but to keep those and maintain those and work through the 
problem credit is going to impactability of us to borrow — excuse me, 
to lend to qualified borrowers. 

Mr. Minnick. So if the bank examiners were to value assets at 
approximating fully functioning market values and were not to in- 
sist on excess capital over and above the regulatory requirements 
you would be making more loans? 

Mr. Bridgeman. I would be able to make more loans, yes, sir. 

Mr. Minnick. Thank you. I would like to ask you the same ques- 
tion, Mr. Grant. 

Mr. Grant. Yes, I would respond in total agreement with Mr. 
Andrews and Mr. Bridgeman and add a few other things. The 
illiquidity — we have circumstances, the regulators come in and say 
here are the classified loans. They are impairing your ability to 
lend, but yet there is really no avenue for off placing those loans. 
You have to work through them, and indeed, I think the tenor of 
the entire day has been an attitude of working with the small cus- 
tomers. 

The other thing I would also add is the concentration levels. The 
regulators now require a significant amount of slicing and dicing, 
if you will, of the loan portfolio and will suggest that you must not 
lend any more of this type of loan or that type of loan. And some- 
times based on the markets you serve that certainly could impede 
it. Some of the criterion that they use with the levels of capital 
they indicate are guidelines, but by the time it comes into the field, 
they are pretty much requirements. 

Mr. Minnick. Thank you. Ms. Nash, I only have another 40 sec- 
onds. 

Ms. Nash. I will be quick. We have a little bit of different experi- 
ence. Our regulators have been quite complimentary of us in terms 
of building our loan loss reserves and the way we take and analyze 
our risk. I think what we do see though is we understand we are 
in Michigan which has experienced probably the worst part of re- 
cession of any State in the country. I will give maybe a little bit 
to California on the other end of table there. But the fact is what 
we see is there is a future uncertainty risk and I think Mr. Grant 
mentioned in his comments as well that we do see a little more em- 
phasis on that. We have quite frankly a lot of support about our 
credit analytics and our approach around our credit to date. 

Mr. Minnick. My time has expired. Others can respond in writ- 
ing, if you wish. I ask Mr. Bachus for a concluding comment. 

Mr. Bachus. I appreciate that. One of the things we were talking 
about is the gaps and the regulations and the fact that many of the 
banks did not engage in subprime lending. One thing that we 
were — I won’t say misled by, but we did talk to several large banks 
and they said we are not doing subprime lending, but their unregu- 
lated affiliates were. So I think it is one of the things important 
about any bank reform is that we do close those gaps and regula- 
tion. And if they regulate it, an institution is going to have to buy 
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an unregulated affiliate which can engage in all sorts of risky be- 
havior. I don’t mind risky behavior unless you are going to bail 
folks out. But that obviously is problematic. So I think we — and I 
think had we passed in 2005 which some of us proposed that we 
license and register all mortgage brokers we would at least solve 
some of the later problems that we see because there was a lot of 
fraud. 

My second comment, Mr. Hoyt, I want to convey my appreciation 
to Wells Fargo for your purchase of Wachovia which included 
SouthTrust Bank in Birmingham, Alabama, one of the largest 
banks. You did so at 3 times the purchase price that the Federal 
regulators had engineered and agreed to by city. And you did so 
without any Federal loan guarantees and that is something that 
has never really been looked into. It would be an interesting hear- 
ing for this committee, that the Federal regulators actually came 
to an agreement to sell a bank for basically a third as they were 
liquidating a third of what Wells came in and offered. And then 
you did so without any Federal guarantees and that I commend 
you, but boy that really is troubling, that whole deal. 

And then I think Wells was threatened with a lawsuit for “inter- 
fering with that federally insured purchase.” So I do appreciate 
that. A lot of people in Alabama ended up with three times as 
much money in their pockets as they would have. They still took 
a tremendous loss with that. I thank you for that. 

And I thank all the members of the panel for their attendance 
today. We are — obviously the country is in a difficult economic at- 
mosphere. And the only thing we had not mentioned is that as we 
move forward, I do think that in many cases, attempts by this Con- 
gress and even the regulators to micromanage the economy and in- 
stitutions has been counterproductive because banks are going to 
make decisions that they think are best for themselves and their 
customers, and are only going to lend money when they think there 
is a promise of being repaid which good for the banks and lenders. 

I think we are going to see some unintended consequences of 
these — not only have we seen it from the TARP thing where we put 
all sorts of restrictions on it and made it pretty unbearable, but we 
are seeing it maybe from the credit card legislation. And depending 
on what we pass — what the Senate sends back to the House and 
was passed on financial regulation, I think you are going to see 
some that the Congress may do more harm than good, which is 
often the case. But I do appreciate your attendance and wish you 
well because of the viability and strength of the financial industry 
is essential for properly functioning economy. So thank you. 

Mr. Minnick. I would like to echo the ranking member’s com- 
ments and to thank all of you for being here. We are sorry we 
didn’t have a fuller panel, maybe there aren’t many people here 
asking you questions, but we very much appreciate you being here, 
and your thoughtful comments. I ask unanimous consent that all 
members have 30 legislative days to submit statements and other 
extraneous material for the record. With that, I thank you all 
again. The hearing is adjourned. 

[Whereupon, at 3:31 p.m., the hearing was adjourned.] 
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Full Committee and the Committee on Small Business Joint Hearing 
Condition of Small Business and Commercial Real Estate Lending in Local 

Markets 


Congressman Adler’s Opening Statement: 

Financial Services Full Committee and the Committee on Small Business Joint Hearing: 

I want to thank Chairman Frank, Chairwoman Velazquez, Ranking Member Bachus and 
Ranking Member Sam Graves for holding this incredibly important hearing. Additionally, I 
want to thank all the witnesses for taking time out of their busy schedules to testify here today. 

Over the past year, I have hosted dozens of public events, including town halls and 
small business summits to hear from consumers, small business owners and local officials about 
the status of New Jersey's economy. 1 hear about the condition of the credit markets and 
difficulty small businesses are having accessing capital. Loans to small businesses are especially 
vital to our economy, as they employ nearly 40 percent of the private sector workforce. Today, 
we must iron out the communication lapses between the federal regulators in Washington, 
examiners on the ground, banks and small businesses. 

The health of our capitalistic economy depends on the ability of consumers and 
businesses to access credit. I understand that due to the financial downturn many bankers have 
become more conservative in how they evaluate potential borrowers and distribute their 
financial products. However, local small businesses in my district cannot access loans and 
oftentimes banks are cutting off their existing lines of credit which force them to lay off 
employees and threaten their ability to keep operating. This development is especially 
problematic for small businesses, given that they typically lack access to public capital markets. 
Banks counter that they are under pressure from regulatory examiners who are preventing 
them from making loans they would normally make. Solving these problems require no 
government spending and will significantly add to the ability of small businesses to expand and 
create jobs. 

Additionally, 1 hope our panelists suggest what legislative, regulatory or other solutions 
can be changed to increase the availability of small business credit. New Jersey residents want 
to go back to work, add to the productivity of our economy and see Washington work on a 
bipartisan basis to solve the problems impacting their communities. We must help Americans 
tap into their entrepreneurial spirit our country is known for. 
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Again, I want to thank ail our witnesses for testifying today and look forward to tackling 
lese issues as a member of the House Financial Services Committee. 
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CONDITION OF SMALL BUSINESS AND COMMERCIAL REAL ESTATE 
LENDING IN LOCAL MARKETS 
Friday, February 26, 2010 

House of Representatives, Committee on Financial Services, Joint with Committee on 
Small Business. 

Washington, D.C. 

Statement of Congresswoman McMorris Rodgers 

I would like to thank our panel of witnesses testifying before the Committee today. It is 
critical to have the three major stakeholders - borrowers, lenders, and regulators - 
involved in the discussion. Much of what we have heard today is not entirely surprising. 
The comments mirror those from the small business owners back in Eastern Washington. 
Existing business owners who are finding it hard to access credit and those entrepreneurs 
who would like to start a business but are finding it near impossible to obtain a loan. 

Two weeks ago, I spent time with Eastern Washington’s small business community. The 
resounding theme was that everyone wanted to expand, create jobs, and boost the local 
economy. But, they can’t. The regulatory burdens associated with extending credit are 
overly restrictive. Others told me that they would be willing to expand if they had more 
certainty from Washington. Certainty as to what future policies they could expect - 
policies that would help them expand or would force them to cut back. 

This is not only concerning to me but frustrating to the small businesses in Eastern 
Washington. Most importantly, it’s devastating our economy. We have the ability to 
economically recover, build our communities, and encourage entrepreneurship. Yet, we 
have hindered this growth opportunity by enacting policies that spend money we don’t 
have. Moreover, the problem has been compounded by spending that has focused on 
government expansion - not on supporting the private sector. We need to focus on ways 
to stimulate job creation, which can be accomplished through less government spending, 
lower taxes, and working to lower the deficit. 

Thank you again to our panel for testifying on this important issue. 
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Assistant Secretary for Financial Stability 
Herbert M. Allison, Jr. 

Written Testimony before the House Financial Services Committee anti 
House Small Business Committee 

“Condition of Small Business and Commercial Real Estate Lending in Local Markets” 

February 26, 2010 


Chairman Frank, Ranking Member Bachus, Members of the House Financial 
Services Committee, Chairwoman Velazquez, Ranking Member Graves, and Members of 
the House Small Business Committee, thank you for the opportunity to testify today. 


The challenges facing small financial instimtions, commercial real estate, and 
small businesses throughout the country are critically important and I appreciate your 
commitment to working with the Administration in seeking methods to alleviate the 
strain felt by these institutions. 

The Administration believes strongly that small businesses and the community 
banks that finance those businesses are critical to our economic recovery. Over the past 
15 years, small businesses have created roughly 65 percent of the new private sector jobs 
in America. Small businesses are an important part of our local communities and have a 
meaningful impact on Job growth and productivity. 

The Administration has adopted a wide range of measures to stimulate economic 
growth and promote liquidity in the credit markets. Treasury has strived to protect the 
health of smaller financial institutions throughout the implementation of the TARP. The 
very first, and largest, program implemented under TARP, the Capital Purchase Program 
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(CPP), was designed to provide capital to financial institutions of all sizes. 

Treasury has invested in over 650 small and medium-sized financial institutions 
through the Capital Purchase Program (CPP). By providing capital, Treasury has helped 
these institutions absorb losses from bad assets and continue to provide financial services 
to businesses and individuals. Most small banks extend the majority of their business 
loans to small businesses and provide these loans in a higher proportion of overall 
business lending than larger financial institutions. Moreover, because most small 
businesses cannot directly access the capital markets, many have few other options for 
financing outside of bank loans, making community banks that much more critical to the 
future of these businesses. These capital programs have been effective and our financial 
system is more stable because of them. 

Treasury also took steps to improve the health of securitization markets, which 
provide key avenues of credit for small businesses, by facilitating the purchase of SBA- 
backed securities under the Term Asset-Backed Securities Loan Facility (TALF). TALF 
has helped spreads on asset-backed securities (ABS) come down by 75% on average. 

ABS is an important component to providing consumer and business financing. 

Additionally, the American Recovery & Reinvestment Act is driving expansion of 
economic activity and has provided targeted efforts to support small businesses. The 
legislation cut taxes for small businesses, allowing them to write off more of their 
expenses and to earn an instant refund on their taxes by 'carrying back' their losses five 
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years instead of two. The Recovery Act also temporarily raised the SBA maximum 
guarantee and eliminated certain fees on eligible SBA loans. 

Though we have seen signs of improvement in the credit market, there is also a 
need for further steps to make credit more available. Small businesses continue to face 
challenges accessing credit and the data show there has been a broad-based decline in 
lending. On February 23, 2010, the FDIC reported that lending by the banking industry 
fell by $587 billion in 2009, the largest annual decline since the 1940s. While the latest 
data indicate that the pace of tightening has slowed, the Fed Senior Loan Officer Survey 
has shown net tightening for small business borrowers for 1 3 straight quarters. 

During periods of extreme economic stress, market uncertainty rises, driving 
institutions to review their lending practices, tighten underwriting standards, and review 
their capacity to meet demand. Small banks, in particular, are facing uncertainty over 
their commercial real estate assets that may prevent them from lending more to their 
small business customers. 

The effects of the real estate market downturn have also hit small businesses 
particularly hard. Approximately 95% of small employers own at least one of the 
following three types of real estate: (i) a primary residence, (ii) their business premises, 
or (iii) investment real estate. Approximately 76% of small businesses occupy 
commercial real estate, either as owners or renters, the value of which has declined by 
50% or more in some cases. Depressed values have damaged balance sheets and hurt 
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their access to collateralized credit, even if their businesses arc otherwise strong. 

The federal banking regulators recently issued guidance on small business lending 
that should yield greater consistency among the agencies and help banks provide pmdent 
small business lending. 

Ultimately, it is critical to recovery that we ensure adequate credit availability for 
small businesses. For this reason, the President recently proposed a new $30 billion Small 
Business Lending Fund (SELF). Under our core proposal, the SBLF would support 
lending among community and smaller banks with assets under $10 billion. Banks with 
less than $1 billion in assets would be eligible to receive capital investments up to 5% of 
their risk-weighted assets. Banks between $1 billion and $10 billion in assets would be 
eligible to receive capital investments up to 3% of their risk-weighted assets. 

The proposed design of this new program would provide a clear economic 
incentive for smaller banks to increase small business lending - as their lending 
increases, the dividend rate payable to Treasury gets reduced, to as low as 1 % for banks 
that increase lending by 10% from a baseline set in 2009. Additionally, our investment 
could be leveraged to increase lending by considerably more than the $30 billion we 
dedicate to the facility. 

The Administration’s proposal would, through legislation, create a new facility to 
support small business lending. To encourage participation, the SBLF would be separate 


4 



97 


and distinct from TARP and participating banks would not be subject to TARP 
conditions. Indeed, while Treasury has the existing authority and funding today to create 
a small business lending facility under TARP, we are convinced that if we did so, the 
number of small and medium-sized banks willing to participate would decline 
dramatically. 

Previous TARP programs may have seen reduced participation as a result of 
several factors, including certain statutory restrictions. Smaller institutions, in particular, 
have struggled with the executive compensation restrictions that are the same for all 
institutions, regardless of size. While the imposition of restrictions by Congress on 
institutions receiving assistance under EESA was entirely appropriate, the fact that the 
statute requires uniform application of such restrictions has presented challenges for 
program implementation. This creates a situation where, for example, a small community 
bank may not be permitted to make severance payments to a bank teller or secretary due 
to the “golden parachute” prohibition that applies to senior executives and the next five 
highest-paid employees. Banks with few employees wind up disproportionately affected. 

Moreover, after conducting extensive consultation, our view is that even if we 
removed some of the restrictions described above, many lenders would decline to 
participate due to a belief that a “stigma” is associated with the TARP program. This 
belief - as well as fear that by virtue of being a TARP recipient, an institution could be 
subject to retroactive disadvantages, such as exclusion from fumre Congressional tax 
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relief available to non-TARP recipients - would likely have the impact of discouraging 
participation in the program even if the lender might otherwise have taken part. 

We have already seen the impact this stigma can have on participation among 
smaller banks, as many banks cited fear of association with TARP as a reason for 
withdrawing their applications from the Capital Purchase Program. In some cases, we 
have even heard reports of certain financial institutions attempting to call a competitor’s 
soundness into question by featuring the “TARP recipient” label in negative advertising - 
even though institutions receiving an investment through the Capital Purchase Program, 
for example, have been required to receive a viability determination from their primary 
federal regulator to participate. 

For these reasons, the Administration strongly believes that a small business 
lending plan outside of the existing TARP, accompanied by strong oversight, would draw 
the greatest participation by small financial institutions and thus have the greatest chance 
of success. 

Small businesses are asking for our help. The Small Business Lending Fund 
would be a significant step toward addressing their concerns. Treasury looks forward to 
working with Congress on this proposal to help small businesses generate jobs and 
support a full economic recovery. 
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“Condition of Small Business and Commercial Real Estate 
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February 26, 2010 
Washington, D.C. 



Chairman Frank, Chairwoman Velazquez, Ranking Member Bachus, Ranking Member 
Graves and Members of the Committees, I am Stephen Andrews, President and CEO of 
the Bank of Alameda, Alameda, California. The Bank of Alameda is a state chartered 
bank operating in California with approximately $248 million in assets. I am pleased to 
address the Committees on the “State of Small Business and Commercial Real Estate 
Lending in Local Markets.” I am also privileged to represent the Independent 
Community Bankers of America and its 5,000 community bank members at this 
important hearing. 

The Bank of Alameda, like almost all community banks, specializes in small business, 
relationship lending. Community banks serve a vital role in small business lending and 
local economic activity not supported by Wall Street. Even during these challenging 
times, our nation's nearly 8,000 community banks remain committed to serving their 
local small business and commercial real estate customers, who are pivotal to our 
country's economic recovery. 

But, my bank and all community banks face serious challenges that can hinder our ability 
to make new small business and commercial real estate (CRE) loans and to refinance 
existing loans. First, community banks confront the toughest regulatory environment in 
more than two decades. While Washington policymakers exhort community banks to 
lend to businesses and consumers, banking regulators, particularly field examiners, place 
restrictions on banks well beyond what is required to protect bank safety and soundness. 
The banking agencies have moved the regulatory pendulum too far in the direction of 
overregulation at the expense of lending. We need to return to a more balanced approach 
that promotes lending and economic recovery in addition to bank safety and soundness. 

While the tough regulatory environment is inhibiting new loans in many instances, 
community banks have also witnessed a decrease in demand for loans from qualified 
borrowers. Many of our best small business and real estate customers cite their 
uncertainty about the recovery as their key reason for not seeking additional credit. 

Commercial real estate lending presents special challenges for the community banking 
sector. Many community banks rely on CRE loans as the “bread and butter” of their 
local banking market. Community bank CRE portfolios are under stress. The downturn 
in the economy affects the ability of CRE borrowers to service their loans. Regulatory 
overreaction adds further stress to community bank CRE portfolios. For example, field 
examiners continue to require community banks to classify and reserve for performing 
CRE loans solely because collateral is impaired, despite guidance from Washington to 
look beyond collateral values. Community banks all over the country, even those located 
in areas that have relatively healthy economies, are under regulatory pressure to decrease 
CRE concentrations. 

Community banks are the key to economic recovery. It is vitally important that 
policymakers create an environment that promotes community bank lending to small 
businesses, rather than inhibiting lending. We have several recommendations to improve 
the commercial lending environment and address problems related to CRE. 
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• Our country needs a balanced regulatory environment that encourages lending. In 
a balanced environment, regulators do not exacerbate credit availability through 
pro-cyclical increases in bank capital requirements. And, bank examiners 
consider the total circumstances of loans and borrowers, and not just collateral 
values, when determining the value of loans in banks. 

• The Term Asset Liquidity Facility (TALF) should be expanded to cover 
purchases of a wider range of Commercial Mortgage Backed Securities (CMBS) 
Extending TALF for a five-year period would help the debt refinancing of CRE, 
and help stabilize the CRE market; 

• The American Recovery and Reinvestment Act (ARRA) contained several tax 
relief and SBA reform measures to help boost small businesses. Congress should 
adopt the Small Business Committee legislation to extend these beneficial 
measures. 

• The entire amount of the allowance for loan and lease losses (ALLL) should be 
included as part of risk-based capital. The risk-based capital rules should take 
into consideration the entire amount of ALLL and not just the amount up to 
1.25% of a bank’s risk-weighted assets. This would encourage banks to reserve 
more and recognize the loss-absorbing abilities of the entire amount of the ALLL. 

• The FDIC Transaction Account Guaranty (TAG) Program has been an important 
tool for protecting and promoting the interests of small businesses by 
guaranteeing payroll accounts and providing community banks additional 
liquidity to make loans to creditworthy borrowers. It should be extended another 
12 months beyond its June 30'*' termination date. 

• SBA reforms should be enacted to meet the needs of community bank SBA 
lenders. For example, the SBA “low-doc” program should be revived to help 
smaller banks that do not have a dedicated SBA lending staff. 

• As policymakers decide the status of Fannie Mae and Freddie Mac going forward, 
a reasonable value should be given to community banks for the preferred shares, 
which were rendered worthless by the government’s takeover of the GSEs. 

Additionally, dividend payments should be resumed for preferred shares. 

• ICBA applauds the recent expansion of the net operating loss (NOL) five-year carryback 
for 2008 or 2009. ICBA recommends extending this beneficial NOL reform through 
2010 . This would allow many more small businesses to preserve their cash flow and ride 
out this difficult business environment as the economy recovers. 

• The law governing Subchapter S banks should be amended to permit IRA 
investments in Subchapter S banks without regard to timing and to permit 
Subchapter S banks'to issue preferred shares. These reforms would give 
Subchapter S banks new sources of capital at this critical time. 

• Congress should preserve the top marginal tax rate for Subchapter S income at 35 
percent and maintain parity between corporate and individual tax rates to prevent 
costly shifts in business forms for Subchapter S businesses, including Subchapter 
S banks. 
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Administration 's Small Business Lending Fund 

In addition to these ideas, ICBA is strongly supportive of the proposal announced by the 
President and Treasury to further stimulate lending to the small business sector through 
community banks. ICBA believes the program could be successful, if structured 
properly. ICBA has made several recommendations for a successful program, including 
allowing community banks to participate in the new program without the restrictions 
associated with the TARP Capital Purchase Program (CPP). This would encourage broad 
participation. All of ICBA’s recommendations for the new small business program are 
discussed more fully below. 

Small Business and Community Banks Key to Recovery 

America’s small businesses are the key to supporting our economic recovery. Small 
businesses represent 99% of all employer firms and employ half of the private sector 
workers. The more than 26 million small businesses in the U.S. have created the bulk of 
new jobs over the past decade. With many of the largest firms stumbling and the U.S. 
unemployment rate at nearly 10 percent, the viability of the small business sector is more 
important than ever. 

Community banks serve a vital role in small business lending and local economic activity 
not supported by Wall Street. For their size, community banks are prolific small business 
lenders. While community banks represent about 12 percent of all bank assets, they 
make 40 percent of the dollar amount of all small business loans less than $1 million 
made by banks. Notably, nearly half of all small business loans under $100,000 are made 
by community banks. In contrast, banks with more than $100 billion in assets - the 
nation’s largest financial firms - make only 22 percent of small business loans. 

Community-based banks have played a vital role in the stability and growth of each of 
the fifty states by providing a decentralized source of capital and lending. This wide 
dispersion of our nation's assets and investments helps preserve the safety, soundness, 
fairness, and stability of our entire financial system. 

With that said, the positive attributes of our nation’s community banking sector are 
currently at risk. While the overwhelming majority of community banks are well 
capitalized, well managed and well positioned to lead our nations’ economic recovery, 
there are certain hurdles in place that are hindering our efforts. 

Examination Environment Hinders Lending 

Indeed, the mixed signals that appear to be coming out of the banking agencies have 
dampened the lending environment in many communities. On the one hand, a November 
1 2, 2008, Interagency Statement on Meeting the Needs of Creditworthy Borrowers 
established a national policy for banks to extend credit to creditworthy borrowers as a 
means to help our nation get back on its economic feet. It stated that, “The agencies 
expect all banking organizations to fulfill their fundamental role in the economy as 
intermediaries of credit to businesses, consumers, and other creditworthy borrowers.’’ 
Again, in November 2009, the banking agencies issued the Guidance on Prudent 
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Commercial Real Estate Loan Workouts, which was intended to ensure that examiners 
look at factors other than just collateral values when evaluating commercial credits and to 
ensure that supervisory policies do not inadvertently curtail credit to sound borrowers. 
Two weeks ago the regulators repeated some of these same messages in the context of 
small business lending generally in another interagency statement. 


Field Examiners Second Guessing Washington 

However, these messages seem to be lost on examiners, particularly in parts of the nation 
most severely affected by the recession. In California, the tough regulatory environment 
is forcing my bank and most other banks to avoid making good loans that we would have 
made in the past. As a result of capital standards above those required by regulations, 
questionable loan valuation and loan loss reserve policies, and overly strict 
implementation of CRE concentration guidance, my bank has reduced the amount of its 
loans from $248 million at the end of 2007 to about $200 million today. 

But California banks are not the only banks to feel these regulatory pressures. In a recent 
informal survey conducted by ICBA, 52 percent of respondents said they have curtailed 
commercial and small business lending as a result of their recent safety and soundness 
examinations. Also, 82.5 percent of respondents answered that the Federal banking 
agencies’ guidance on CRE loan workouts has not improved the examination 
environment for CRE loans. 

Higher Regulatory Capital Standards 

Bank examiners are raising required capital levels well above the capital standards 
established by statutes and regulations. As a result, community banks witli sufficient 
capital to be considered “well-capitalized” are being classified as only “adequately 
capitalized.” Examiners have increased the leverage ratio requirement that my bank must 
meet in order to be considered “well-capitalized.” Instead of the five percent leverage 
ratio called for by statute, the bank examiners have increased our leverage benchmark to 
ten percent. Although my bank meets the higher ten percent standard imposed by the 
examiners, it has done so at the cost of reducing lending. 


Being downgraded to “adequately-capitalized” impacts a bank’s liquidity, and its ability 
to make loans and raise new capital from investors. “Adequately capitalized” institutions 
may not accept brokered deposits or pay above market interest rates on deposits without a 
waiver from the FDIC. The FDIC is being very tough on granting brokered deposit 
waivers causing further liquidity problems for banks. The interest rate restrictions limit 
many banks’ ability to attract good local deposits. These deposits will likely migrate out 
of the community to other financial firms not subject to this restriction. In addition, to 
meet the higher capital standards, banks decrease the number of loans on their books and 
arc forced to turn away quality borrowers. As noted above, lending at our bank has 



104 


decreased by 20 percent over two years. The higher examiner-imposed capital standard 
is a major reason for the decrease. 

The examiner-imposed capital standards may force my bank to seek additional outside 
capital. Raising unnecessary capital dilutes the interest of existing shareholders, which 
erodes wealth that could be deployed by the shareholders to support other economic 
activities in the local economy. Furthermore, the prospect that regulators might increase 
capital requirements in the future makes raising capital difficult as potential new 
investors consider whether their investment in the bank might be diluted in the ftiture. 

Aggressive Writedowns of Loans; High Loan Loss Reserves 

While the banking regulators in Washington have been very willing to discuss their 
safety and soundness examination policies with the ICBA and have reassured us that they 
are taking measures to ensure their examiners are being reasonable and consistent with 
recent guidance, ICBA continues to hear from community bankers that their 
examinations are unreasonably tough. 

For example, despite the guidance on CRE loan workouts, community banks continue to 
report that they are forced to write down performing CRE loans based solely on 
appraisals and absorption rates (lots sold). In those cases, examiners are ignoring the 
borrower’s ability to repay its loan, the borrower’s history of repaying other loans with 
the lender, favorable loan-to-value ratios and guarantors. When a recent appraisal is 
unavailable, examiners often substitute their own judgment to determine collateral value. 

Further, commercial credits that show adequate cash flow to support loan payments are 
being downgraded because of collateral values, or because the examiner believes the cash 
flow will diminish in the future. Other bankers complain that otherwise solid loans are 
being downgraded simply because they are located in a state with a high mortgage 
foreclosure rate. This form of stereotyping is tantamount to statewide redlining that 
ignores any differences among markets within a state. 

Many community banks report that examiners are not only requiring an aggressive write 
down of commercial assets, they are also requiring banks to establish reserves at 
historically high levels. Banks, which were rated CAMELS 1 or 2 on prior examinations 
and had loan loss reserves of 1 to 1 .5 percent of total loans, report that they are being 
required to more than double their loan loss reserves. Aggressive write-downs of 
commercial assets and large loan loss reserves have a serious negative impact on bank 
earnings and capital and the ability of community banks to meet the credit needs of small 
businesses. 

Banks May Avoid Good Loans to Satisfy Regulators 

Examiner practices not only undermine the fundamental goal of the interagency policies, 
they are costing community banks money, leading to a contraction of credit, and forcing 
many of them to rethink their credit policies. Under this climate, community bankers 
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may avoid making good loans for fear of examiner criticism, write-downs, and the 
resulting loss of income and capital. In my bank’s case, we have been forced to turn 
away developers, to whom we would have provided financing in the past, for both new 
projects and refinancing of existing projects. 

Moreover, the examination environment is driving down the amount banks are willing to 
lend on a project, when they do decide to provide financing. Two years ago, a bank such 
as mine would have been willing to finance 75 to 80 percent of the cost of a project, but 
under today’s circumstances, my bank could only finance 65 percent of a project, at most, 
out of concern about future downgrades of the loan. 

Demand for Credit Down 

Community banks are willing to lend, that’s how banks generate a return and survive. 

The tough regulatory environment is inhibiting community banks from making new small 
business loans in many instances. But, community banks have also witnessed a decrease 
in demand for loans from qualified borrowers. It is a fact that the demand for credit 
overall is down as businesses suffered lower sales, reduced their inventories, cut capital 
spending, shed workers and cut debt. Small business loan demand is down as well. In a 
recent National Federation of Independent Business (NFIB) survey, respondents 
identified weak sales as the biggest problem they face. Only eight percent of respondents 
said access to credit was a hurdle. In a recent ICBA survey, 37 percent of banks 
responding said lack of loan demand was constraining small business lending. The FDIC 
Quarterly Banking Profile showed a $129 billion decline in outstanding loan balances in 
the fourth quarter 2009 after a record $210.4 billion quarterly decline the previous 
quarter. Net loans and leases declined across all asset size groups on a quarterly basis in 
the second half of 2009. 

All community banks want to lend more. Less lending hurts profits and income. Many 
community bank business customers cite the key reason for not seeking credit is their 
uncertainty about the economic climate and cost of doing business going forward. Until 
their confidence in the economic outlook improves, businesses will be unlikely to seek 
more loans. 

Commercial Real Estate 

One issue of increasing concern in the community banking sector is that of commercial 
real estate and the potential for overexposure. Many community banks rely on 
commercial real estate (CRE) as the “bread and butter” of their local markets. 

The degree of borrowers’ ability to service their CRE loans is closely tied to the 
performance of the overall economy, employment and income. Notably, retail sales 
declined 0.3% in the important December 2009 figure and unemployment remains near a 
26-year high. So the sales at stores and businesses occupying commercial space is under 
stress and rents are suffering, putting increased pressure on paying loan and lease 
commitments. Until individual spending (which makes up 70% of GDP) and 
employment numbers improve, CRE loans set for renewal are likely to see continuing 
rising defaults. 
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This adds stress to the community banking sector as they rely on commercial real estate 
as a significant portion of their overall portfolio. However, bank regulators have much 
more aggressively examined community banks for CRE concentration dating back to 
2006. For example, an institution whose total amount of reported construction, land 
development, and other land loans represents, approaches, or exceeds 100% or more of 
the institution's total capital will be subject to greater regulatory pressure and oversight. 
An institution whose total CRE loans represent, approach, or exceed 300% or more of the 
institution's total capital and whose outstanding balance of CRE loans has increased by 
50% or more during the prior 36 months will also come under even greater regulatory 
scrutiny. 

It is not uncommon to have community banks exceed the 100% of regulatory capital 
threshold, but few have seen very rapid growth in CRE exceeding 50% in the past 3 
years. Many community banks survived the CRE stress in the 1980s and 1990s, and have 
much better controls over their CRE concentration. Community bankers report today’s 
CRE troubles are nowhere near the magnitude of the late 1 980s and 1 990s. 

CRE credit in the economy has already shrunk by about $45 billion from its 2007 peak. 
How'ever, CRE exposure will be a significant reason banks will remain under stress in 
2010 and is a key reason 702 banks are on the FDIC problem bank list. 

That said, community banks report they underwrite and manage these commercial real 
estate loans in a conservative manner, requiring higher down payments or other steps that 
offset credit risks and concentrations. Community banks believe they do a better job 
monitoring CRE loans than do large nationwide lenders because they are more likely to 
work one-on-one with the customer, and they have a better understanding of the 
economic conditions in their communities. The vast majority of community banks have 
the capital to ride out the depressed CRE market. However, community banks all over 
the country, even those located in areas with relatively healthy economies, are under 
regulatory pressure to decrease CRE concentrations. 

Should real estate prices stabilize with economic growth, the CRE concerns will abate. 
Many community banks report that CRE loan payments are regularly being made (so the 
loans are performing) but their underlying collateral value has declined. Therefore, as 
CRE loans are due for renewal, borrowers as well as banks are often forced to put up 
increased capital to be able to refinance and prevent default. 


ICBA’s Recommendations 

Community banks are the key to economic recovery. Despite a 4th Quarter 2009 decline 
of net loans and leases at an 8.2% compared to the previous year among all banks, 
community banks with less than $1 billion in assets showed only a narrow year-over-year 
decline in net loans and leases of 1 .4% after being the only group to post increases in 
each of the previous three quarters. Our nation’s biggest banks cut back on lending the 
most. Institutions with more than $100 billion in assets showed an 8.3% decrease while 
$10-100 billion-asset-banks had net loans and leases decline at 1 1.4% compared to the 
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previous year. Policymakers need to create an environment that promotes community 
bank lending to small businesses, rather than inhibiting lending. We have several 
recommendations to improve the commercial lending environment and address problems 
related to CRE. 


Regulatory Relief is Top Priority 

Community bankers’ top concern is that bank regulators have swung the pendulum too 
far toward regulatory overkill, inhibiting new small business lending and making the 
small business and CRE problems worse rather than helping resolve the problem. The 
bank regulators are forcing write-downs on performing commercial loans and treating all 
loans in many hard hit states the same regardless of a loan’s performance. Also the FDIC 
practice of dumping properties at “fire sale” prices onto a market can trigger a 
counterproductive downward spiral in real estate values and further bank write-downs. 

Banking regulatory staff in the field are ignoring the policies established in Washington 
put in place to promote lending. Field examiners are imposing arbitrary capital standards 
on community banks, requiring those banks to shrink their assets rather than increase 
lending. 

If community banks are to increase small business lending, the regulatory environment 
needs to change. Our country needs a balanced regulatory environment that encourages 
lending and economic recovery, in addition to bank safety and soundness. In a balanced 
environment, regulators do not exacerbate credit availability through pro-cyclical 
increases in bank capital requirements. And, bank examiners consider the total 
circumstances of loans and borrowers, and not just collateral values, when determining 
the value of loans in banks. 

Extend and Expand TALE Program 

The TALF program was designed to keep the secondary markets open and vibrant for a variety 
of loan and investment products. Secondary markets for commercial debt must be robust so 
CRE debt refinancing can take place at reasonable borrowing rates. Like residential real estate, 
commercial real estate loans were bundled into securities, pooled and sold. Specifically, the 
market for CMBS has not fully recovered. Expanding the TALF to cover purchase of a wider 
range of CMBS and extending TALF for a five-year period would help the debt refinancing of 
CRE, and help stabilize the CRE market. Notably, community banks can sell very few of their 
whole CRE loans; more likely they are engaged in loan participations, so policies should focus 
on stabilization of CRE valuations. 

Extend Small Business Changes in the ARRA 

The severe economic recession Justified a sizable economic stimulus, including tax relief 
measures for individuals and small businesses. ICBA was pleased the American 
Recovery and Reinvestment Act (ARRA) enacted last February contained several tax 
relief and SBA reform measures to help boost small businesses. Specifically, the major 
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SBA loan program enhancements enacted are all helping many small businesses ride out 
this deep recession. We also support the extension of the key incentives for SBA 7(a) 
and 504 lending programs. 

ICBA also applauds the Small Business Committee’s legislation to extend the beneficial 
SBA enhancements included in ARRA. Specifically: 

• Extending the SB A fee reductions through fiscal year 2011; 

• Extending the higher guarantee levels through fiscal year 2011; 

• Making permanent the SBA secondary market facility authority. 

If enacted, these measures would all help community banks expand their SBA lending to 
small businesses and would stimulate much-needed economic activity and job creation. 


SBA Reforms 

ICBA supports additional measures to enhance SBA lending. The key to meeting small 
business capital needs is to have diversity in SBA lending options. The SBA should be 
able to meet the needs of both large and small SBA loan program users. This was our 
objection to the SBA’s elimination of the successful “LowDoc” program. It was used 
most often by banks that did a small number of loans and did not have the dedicated SBA 
loan staff 

Because there are more than 8,000 community banks nationwide they can support a large 
number of SBA loans if community banks are more easily able to use the SBA. In other 
words, we do not want an SBA with a one-size-fits all cookie cutter approach that only 
the biggest-volume SBA lenders can fully use. Before this financial crisis hit, nearly 
60% of all SBA loans were concentrated in just ten banks. If we arc concerned with 
supplying small businesses with a steady source of capital, the SBA needs to do a better 
job of embracing the more than 8,000 community banks nationwide so all lenders can 
easily participate. 

Enhancements to Community Bank Capital 

Of course community banks and small businesses rely on raising capital in this difficult capital 
market. Therefore, we would like to recommend several reforms that can help community banks 
and small businesses preserve and raise capital. 

Restore Reasonable Value to Fannie Mae and Freddie Mac Preferred Stock 

Community banks were encouraged by their bank regulators to hold Fannie Mae and Freddie 
Mac preferred stock as part of their Tier 1 capital and were severely injured when the U.S. 
Treasury placed these entities into conservatorship in September 2008. Some $36 billion in 
Fannie Mae and Freddie Mac capital held in banks, including many community banks, was 
largely destroyed by Treasury’s action. As policymakers decide the status of Fannie Mae and 
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Freddie Mac going forward, at a minimum, a reasonable value should be given to the preferred 
shares. Dividend payments should be resumed for these preferred shares. Importantly, this will 
help restore capital needed for additional small business lending. For each dollar of value 
restored some eight to ten dollars in new lending can occur. 

Extend the 5-Year NOL Carryback Through 2010 

ICBA applauds the recent expansion of the NOL five-year carryback for 2008 or 2009 that 
President Obama signed into law on November 6'*'. The FDIC reports that 30 percent of banks 
had a net loss for 2009. ICBA recommends extending this beneficial NOL reform through 2010. 
This would allow many more small businesses to preserve their cash flow and ride out this 
difficult business environment as the economy recovers. 

Specifically, ICBA recommends allowing community banks and small businesses with $10 
billion in assets or less to spread out their current losses with a five-year carryback allowed 
through tax year 2010, including TARP- CPP programs participants to increase small business 
lending. It makes little sense for Congress to encourage community banks to lend more to small 
businesses by participating in the TARP program and then to punish them by not allowing the 
potential use of the NOL five-year carryback tax reform. Allowing all interested small 
businesses with $10 billion or less in assets to use an expanded NOL through 2010 will help free 
up small business resources now to help support investment and employment at a time when 
capital is needed most. Expanding the NOL five-year carryback to include tax year 2010 and 
allowing TARP participant banks with $10 billion in assets or less simply allows these 
businesses to accelerate the use of allowable NOL deductions that can be claimed in future years 
under current law. However, by accelerating the use of NOLs it will free up much needed cash 
flow now when businesses need it most. 

A recent report by the Congressional Research Service helps support the net operating 
loss tax relief The May 27 CRS report notes most economists agree that U.S. companies 
would benefit from a longer net operating loss carryback than the current two years 
period. The CRS report says the carryback period should last through the typical business 
cycle (six years) to help smooth the peaks and valleys in income. 

The Entire Amount of the ALLL Should be Included as Part of Risk-Based Capital 

Under the current risk-based capital rules, a bank is allowed to include in Tier 2 capital 
its allowance for loan and lease losses (ALLL) up to 1.25% of risk-weighted assets (net 
of certain deductions). Consequently, some community banks are now being 
downgraded based on capital inadequacy even though they have excess araoimts of 
ALLL. The risk-based capital rules should take into consideration the entire amount of 
ALLL and not just the amount up to 1 .25% of a bank’s risk-weighted assets. This would 
encourage banks to reserve more and recognize the loss-absorbing abilities of the entire 
amount of the ALLL. 
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Extending the FDIC TAG Program One Additional Year 

The FDIC Transaction Account Guaranty (TAG) Program, which guarantees noninterest 
bearing transaction accounts, certain NOW accounts and lOLTA accounts, has been an 
important tool for protecting and promoting the interests of small businesses by 
guaranteeing payroll accounts and providing community banks additional liquidity to 
make loans to creditworthy borrowers. Banks pay a separate fee to the FDIC for this 
additional coverage. Accounts guaranteed under the TAG are not considered in 
determining the deficit in the FDIC’s Deposit Insurance Fund, so continuing the TAG 
would not increase the deficit in the DIF or affect the FDIC’s regular insurance 
premiums. We are concerned that an expiration date of June 30, 2010, would not provide 
enough time to restore and maintain liquidity and customer confidence in the banking 
system. Particularly in those areas of the country like Georgia, Florida, California and 
the Southwest, it is very important that this program continue an additional 12 months to 
allow additional time for those areas to stabilize. The TAG program ensures that 
community banks are not at a competitive disadvantage in this fragile economy. The 
safety of transaction accounts continues to be one of the most important concerns for 
customers. The public perceives that too-big-to-fail institutions can provide unlimited 
protection because these banks will ultimately be bailed out if they become financially 
unstable. Community banks should be afforded the same opportunity to guarantee their 
customers’ transaction accounts. 

Allow New IRAs as Eligible S Corporation Shareholders 

The challenging economic and credit markets make it difficult for many community 
banks to raise additional capital to support small business lending. Unfortunately, 
Subchapter S community banks are disadvantaged in raising additional capital by onerous 
shareholder restrictions. Current law restricts the types of individuals or entities that may 
own S corporation stock.' S corporation community banks seeking to raise capital may 
not allow new IRA shareholders. Traditional and Roth IRA stockholders are permitted 
only to the extent that that IRA stock was held on or before October 22, 2004. Therefore, 
Subchapter S community banks are put at a disadvantage relative to other less restrictive 
business forms in their ability to attract capital due to the rigid IRA shareholder 
restriction. 

ICBA recommends that new IRA investments in a Subchapter S bank be allowed 
regardless of timing. We believe this reform will grant more community' banks the 
needed flexibility in attracting IRA shareholder capital, especially from existing 
shareholders. 

Allow Community Bank S Corporations to Issue Certain Preferred Stock 

Another obstacle preventing S Corp. banks from raising capital is the restriction on the 
type of stock they can offer. Current law only allows S corporations to have one class of 
stock outstanding." C corporations that want to make the S corporation election must 
eliminate any second class of stock prior to the effective date of the S corporation 
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election. Likewise, issuing a second stock class by an S corporation terminates its S 
corporation status. Community banks must maintain certain minimum capital ratios to be 
considered a welLcapitalized institution for regulatory purposes. As a community bank 
grows in size, its earnings alone may not provide sufficient capital to fund its growth. 

Banks needing more capital can raise additional capital by issuing common stock, 
preferred stock, or, in some cases, trust-preferred securities. 

Many community banks avoid issuing additional common stock to fund growth so that they can 
protect their status as an independent community bank and serve their local community lending 
needs. Instead, they frequently use preferred stock to fund growth and retain control. However, 

S corporation banks are not allowed to issue commonly used preferred stock because preferred 
stock is considered a second class of stock. This prevents small community banks from having 
access to an important source of capital vital to the economic health and stability of the bank and 
the community it serves. 

ICBA recommends exempting convertible or "plain vanilla" preferred stock from the 
"second class of stock" definition used for S corporation purposes. This would help more 
community banks become eligible to make the S corporation election as well as help 
those that currently are S corporations seeking to raise additional capital. Allowing 
community bank S corporations to issue preferred stock would allow them to reduce the 
burden of double taxation like other pass-through entities and, at the same time, fund 
future growth. 

Preserve 35% Top Marginal Tax Rate on Subchapter S Income 

Small businesses are facing difficult economic times. A troubled credit market combined 
with a slowdown in U.S. economic growth, high energy prices, and sharp inflationary 
costs across-the-board for inputs are crimping small business profits and viability. 

Maintaining cash flow is vital to the ongoing survival of any small business and taxes are 
typically the second highest expense for a business after labor costs. As pass-through tax 
entities. Subchapter S taxes are paid at the individual income tax level. Marginal income 
tax rates do play a critical role in a small business’ viability, entrepreneurial activity, and 
choice of business form. Today more than half of all business income earned in the 
United States is earned by pass-through entities such as S corporations and limited 
liability corporations. 

The top corporate income tax rate and individual income tax rate are currently set at 35%. Much 
discussion has been given to addressing the corporate tax rate for international competitiveness 
concerns and raising the individual income tax rate. Significant shifts in the existing marginal 
tax rates and parity between corporate and individual tax rate can trigger unwanted and costly 
shifts in business forms. It is important to consider maintaining parity between the top corporate 
and individual income tax rates in the Code. Additionally, during this difficult economic period, 
at a minimum, the current top tax rate of 35% should be preserved on both small business 
Subchapter S income and C corporation income, not increased. 
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Administration ’s Small Business Lending Fund 

ICBA is strongly supportive of the proposal announced by the President and Treasury to 
further stimulate lending to the small business sector through community banks. ICBA 
believes the program could be successful, if structured properly. ICBA has made several 
recommendations to the Administration for a successful program: 

• The new program should impose no TARP-like restrictions on community banks 
that participate in the program. For example, the program should not require 
stock warrants, restrict compensation or bank dividends, or limit access to tax 
benefits like the NOT carryback. 

• The government should not have the right to change the contract to impose 
unilaterally new conditions and requirements. 

• Bank dividend payments to the government should be suspended for one year 
until the small business loans can be underwritten and put in place, 

• Community banks should be able to repay the government’s investment without 
penalty and should be able to retain the government’s investment for at least five 
years or more to support long term small business loans. 

• The broadest number of community banks should be eligible to participate. We 
recommend that CAMELS-rated 3 banks be automatically eligible and that 4- 
rated banks be allowed to participate on a casc-by-case basis. When considering 
applications to participate in the program, a bank’s post investment capital 
position should be used to determine eligibility. 

• Special consideration should be given to minority banks given their role 
promoting the economic viability of minority communities. 

• Treasury should have the ability to make the final capital injection decision after 
consultation with the banking regulators. 

• The eligibility criteria and approval process must be well defined and transparent 
so bank access to the program will be fair and transparent. 

• All forms of banks, including Subchapter S and mutual banks and mutual bank 
holding companies, should be included in the program. 

• Existing TARP CPP participants should be able to transfer to the new program 
and be relieved of the TARP restrictions. 

• All participants should be allowed to treat the investment as Tier 1 capital. 

• Agricultural loans should be included within the program. 

• Reporting of small business lending should be made simple. 

• Finally, credit unions should not be allowed to participate in the programs 
because credit unions commercial lending is restricted, in the first place, and 
secondly, because credit union lending is already subsidized through a broad tax 
exemption. 

Conclusion 

Community banks serve a vital role in small business lending and local economic activity not 
supported by Wall Street. Community banks form the building blocks of our communities and 
support small businesses around the country. The community banking industry is poised to serve 
as an economic catalyst to lead our nation’s economic recovery. They are ready, willing and 
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able to meet the credit needs of small businesses and the communities that they represent. But, 
we need to move away from an overly restrictive, pro-cyclical regulatory environment to one 
that actually promotes small business and CRE lending in community banks. In addition, we 
believe that our other recommendations, if adopted, would go a long way to strengthen the 
community banking sector and increase small business lending. We look forward to working 
with Congress and the Administration on these and other initiatives to support small business and 
CRE lending by community banks. 


Interna! Revenue Code §l361(b)(l). 
Internal Revenue Code § 1 36 1 (b)( 1 )(D). 
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Acting Director, Office of Thrift Supervision 

I. Introduction 

Good morning Chairman Frank, Chairwoman Velazquez, Ranking Member 
Bachus, Ranking Member Graves and distinguished Members of the Committees. Thank 
you for the opportunity to testify on behalf of the Office of Thrift Supervision (OTS) on 
the issue of credit availability for consumers and businesses in the United States. 

As we are all aware, credit is the lifeblood of the economy. The imperative to 
serve the credit needs of consumers, small businesses and neighborhoods lies at the heart 
of the U.S. thrift industry. The thrift charter was created to support consumers and 
communities and to ensure that credit would be available for American homeownership 
in good times and bad. It is the long-held position of the OTS that thrifts should never 
turn away good customers. 


2 



116 


It is clear that the recession has driven lending down across the financial services 
industry from its peak before the crisis. This constriction is due in part to the current 
proliferation of loan defaults and losses in consumer, small business and commercial 
loans, which necessitate a heightened sensitivity to the risk that each institution is able to 
bear. However, the OTS and other regulators must be vigilant to ensure that the 
pendulum does not swing too far by denying credit to creditworthy borrowers and 
slowing the economic recovery. 

The severe harm done to communities and financial institutions by the economic 
crisis reinforces the importance of achieving equilibrium between providing adequate 
credit and ensuring the safety and soundness of financial institutions and the entire 
financial system. This should be of utmost concern to banks, thrifts, regulators, 
legislators and anyone else involved in the effort to resolve this crisis. 

In addition to supporting homeownership, OTS-regulated institutions are 
committed to making loans for small businesses. Small business lending is fully 
consistent with the purpose of the thrift charter and is a cornerstone of lending in 
communities. Loans are underwritten based on the borrower’s personal ability to repay. 
For large commercial loans, such as those secured by high-rise office buildings and strip 
malls, sophisticated systems use criteria such as occupancy rates and income streams as 
underwriting considerations. 
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In our testimony today, we will present some of the factors we believe may be 
contributing to tightened credit, before discussing possible solutions. We will also 
address the Committee’s questions regarding private equity investors. 

II. Factors that Impede Extension of Credit for Consumers and Small 
Businesses 

The condition of the economy is a major cause of the constriction in credit. The 
fallout from the economic deterioration has had an impact on credit availability in a 
variety of ways. 

For example, fewer businesses are offering credit than before the recession. 
Many highly leveraged, under-regulated nonbank businesses that engaged in consumer, 
business and commercial lending — often with loose underwriting standards — have 
gone out of business. As a result, small business borrowers are more dependent on bank 
and thrift funding. 

Unemployment, stock market declines and the downturn of the housing market 
have also had major impacts. Americans who do not have jobs have a hard time paying 
their mortgages and other bills. Declining home values have decreased consumers’ net 
worth by cutting into home equity. Some would-be borrowers cannot afford down 
payments for home loans, while others are unable to qualify for loans. 
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The weak economy has driven consumer confidence lower and many consumers 
are trying to shore up their finances by spending less and saving more. Many consumers 
are reluctant to borrow for homes, cars or other major purchases; they are hesitant to 
spend money on anything beyond daily necessities. 

The decline in consumer spending has, in turn, created weaknesses in the small 
business and commercial sectors. Evidence of weakness in these sectors can be seen in 
rising business bankruptcies, a slowdown in business expansion, increasing vacancy rates 
in commercial real estate and mounting commercial loan delinquencies. 

U.S. financial institutions are feeling the effects of the stress among consumers 
and businesses in the form of rising levels of delinquent loans. Continuing decreases in 
asset quality, and increases in delinquencies and charge-offs for mortgages, credit cards 
and other types of consumer and business lending, require institutions to build their loan 
loss reserves and augment capital to preserve safety-and-soundness. Although these 
needs may place a strain on institutions’ ability to lend, strengthening capital and reserves 
provides a critical foundation for maintaining institutions’ stability and continued health. 

Financial institutions have also learned a hard lesson about the merits of returning 
to the basics of sound loan underwriting. Lapses in loan underwriting can have severe, 
negative impacts on financial institutions, consumers and the economy. In the mid 
2000s, the lending trend swung in the direction of easily available credit, sometimes to 
borrowers who could not demonstrate an ability to repay their loans, especially in an 
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environment of declining real estate values. Given this history, some tightening in credit 
is expected and needed. At the same time, we must ensure that the trend does not move 
too far and restrict credit availability to creditworthy borrowers. It is very much in the 
self-interest of lenders to welcome qualified small business borrowers with good credit 
and solid cash flows. 

Credit availability is enhanced when financial institutions making loans for 
mortgages, consumer credit, small businesses and other types of credit transfer these 
loans off their own balance sheets by securitizing and selling them to third-party 
investors. The result is increased liquidity in the market and a transfer of some of the risk 
from the financial institutions. Before the current crisis, a large percentage of all types of 
loans in America were securitized. Without a vibrant securitization market, lenders and 
borrowers have had to find other sources of funds. Except for government-sponsored 
enterprises, such as Fannie Mae and Freddie Mac, the secondary market has not yet 
returned as a viable source for funding new credit. It will take some time for a fully 
functioning credit market, augmented by a strong secondary market, to reemerge. In the 
meantime, financial institutions must keep more of their loans in portfolio, creating the 
need to maintain higher capital levels to cushion against potential losses. This need for 
higher capital constricts lending. 

The challenges that financial institutions face in the current financial environment 
have resulted in a marked increase in formal enforcement orders by the OTS related to 
safety-and-soundness. Under such actions, institutions are often required to maintain 
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capital levels above the well-capitalized standard. The OTS imposes these requirements 
on an institution-by-institution basis as necessary to provide a counterbalance to the 
elevated risks confronting these institutions. Although these types of cases are 
increasing, they remain relatively few in number. 

There are also some operational issues that may also contribute to the difficulty 
for some consumers to get loans in a timely fashion. In reaction to the fallout from the 
current crisis, some financial institutions may have diverted resources from loan 
origination duties to loan servicing activities to handle defaults, foreclosures and 
foreclosure prevention initiatives, such as loan workouts and modifications. As resources 
are redirected back to lending operations, we would expect credit availability to improve. 

Finally, uncertainties about the direction of public policy reforms may be having 
an impact on financial institutions' lending policies. 

The Committee asked whether supervisors are specifically discouraging 
depository institutions from particular kinds of lending. To the contrary, the OTS is 
encouraging thrift institutions to make all types of loans allowed by statute, provided they 
are prudently underwritten to creditworthy borrowers. 

Banks will increase credit supply when the economy improves, markets stabilize 
and banks are adequately capitalized to operate in their current economic environment. 
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However, there are actions that 1 believe can improve credit availability in the short term 
without sacrificing practices that promote safe and sound lending. 

III. Recommendations and Actions to Expand Lending 

As the regulator of an industry of savings associations dedicated to meeting the 
needs of the communities they serve, the OTS recognizes the critical role thrifts play in 
providing credit to small businesses and encourages them to continue to serve this 
important sector of the economy. Small manufacturers, retailers and service companies 
drive employment. Taxes paid by the businesses and employees support infrastructure, 
schools, social services and other activities in communities. 

The OTS and other federal banking agencies issued guidance twice in recent 
months to prevent any possible overreaction by financial instihJtions that would make 
credit less available at a time when borrowers most need loans for small businesses and 
commercial real estate (CRE). To send a clear message to financial institutions and 
examiners, the agencies issued the "Policy Statement on Prudent Commercial Real Estate 
Loan Workouts" on October 29, 2009, and the "Interagency Statement on Meeting the 
Credit Needs of Creditworthy Small Business Borrowers" on February 5, 2010. 


The interagency Statement on Prudent Commercial Real Estate Loan Workouts is 
intended to promote supervisory consistency, enhance the transparency of CRE workout 
transactions, and ensure that supervisory policies and actions do not inadvertently curtail 
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the availability of credit to sound borrowers. It also states that examiners will take a 
balanced approach when reviewing an institution’s CRE loans and workouts. The 
guidance states; 

The regulators have found that prudent CRE loan workouts are often in the best 
interest of the financial institution and the borrower. Examiners are expected to take 
a balanced approach in assessing the adequacy of an institution 's risk management 
practices for loan workout activity. Einancial institutions that implement prudent 
CRE loan workout arrangements after performing a comprehensive review of a 
borrower 's financial condition will not be subject to criticism for engaging in these 
efforts even if the restructured loans have weaknesses that result in adverse credit 
classification. In addition, renewed or restructured loans to borrowers who have the 
ability to repay their debts according to reasonable modified terms will not be subject 
to adverse classification solely because the value of the underlying collateral has 
declined to an amount that is less than the loan balance. 

The OTS believes this statement sends a clear message to financial institutions 
that they will not be criticized for making prudent CRE loans or for working with 
existing CRE borrowers who need to refinance or restructure their loans as long as they 
do it in a prudent manner. 

We have limited data on how effective the guidance has been thus far; however, 
we are confident that it will have a positive effect over time. 
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The OTS, other federal financial regulatory agencies and state bank supervisors 
issued a second statement in February to encourage credit for creditworthy small business 
borrowers. The “Interagency Statement on Meeting the Credit Needs of Creditworthy 
Small Business Borrowers” underscores the responsibility of a regulated institution to 
understand the long-term viability of the borrower’s business and to focus on the strength 
of a borrower’s business plan, including its plan for the use and repayment of borrowed 
funds. This includes an understanding of the competition and local market conditions 
affecting the borrower’s business and not just national market trends, especially when 
local conditions may be more favorable. Further, while the regulators expect every 
institution to effectively monitor and manage credit concentrations, an institution should 
not automatically refuse credit to a sound small business borrower solely on the basis of 
the borrower’s particular industry or geographic location. 

We believe the interagency statement will support and encourage institutions in 
their individual assessments of each small business borrower’s creditworthiness, and thus 
promote the prudent extension of credit to this sector of the economy. 

The OTS ensures nationwide consistency in its guidance to the industry, taking 
steps to make certain that its regional offices do not discourage OTS-regulated 
institutions from lending by imposing on them stricter underwriting and examination 
practices than those prescribed by OTS policies. The OTS ensures that its regional 
offices implement national guidance consistently through several mechanisms. The 
agency holds monthly Regional Manager Group meetings where the Regional Directors 
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discuss supervisory and examination issues with senior management from Washington, 
D.C. The agency also holds bi-weekly conference calls with its Regional Deputy 
Directors to discuss problem bank cases, emerging issues, and to reinforce and discuss 
new guidance. 

For example, OTS issued an internal staff bulletin on October 30, 2009 regarding 
CRE lending and CRE loan workouts. The bulletin announced the interagency policy 
statement on CRE loan workouts, provided a synopsis of how examiners should 
implement the guidance and also notified examination staff of an agency-wide policy 
conference call to discuss the guidance. OTS held the staff conference call for all 
examination and supervisory staff on November 19, 2009. The agency also published the 
presentation on its internal website for future staff reference. In addition to the internal 
communications, OTS released a Chief Executive Officer Memo (CEO Letter #325) to 
announce the new guidance to all OTS-regulated financial institutions. Through the 
combination of internal staff bulletins, external CEO memoranda, and internal staff 
briefings, the agency takes proactive steps to ensure consistency across the OTS regions 
in implementing guidance. 

It is important to recognize that thrift institutions, as community-oriented lenders 
dedicated to serving the credit needs of the communities in which they lend, should be 
primary sources of credit to small businesses. OTS-regulated institutions make diligent 
efforts to serve the needs of these businesses and have been successful to a certain 
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degree. However, statutory caps on thrifts’ small business lending sometimes make it 
difficult for them to fulfill these needs. 

The Home Owners’ Loan Act currently caps the aggregate amount of credit that 
thrifts can lend for commercial purposes at 20 percent of a savings institution’s assets. 
Any commercial loans in excess of 10 percent must be small business loans.' Due to 
these limits, some thrifts are discouraged from entering this line of business altogether 
because they believe they will be unable to achieve sufficient economies of scale. 

A legislative proposal that OTS supports would remove the cap entirely on small 
business lending and increase the cap on other commercial lending from 10 percent to 20 
percent. This change would be completely consistent with the focus of the thrift charter 
on consumer and community lending. The existing ceiling on small business lending 
limits the pool of credit available to small businesses and limits thrifts’ ability to provide 
credit that would help them serve the important needs of their communities. 

A statutory change included in previous legislation and supported by OTS, which 
passed the House Financial Services Committee in the 108"', lOO'" and 1 lO'" Congresses 
and passed the full House of Representatives twice, would have increased credit for 
small-to medium-sized businesses by lifting these limitations on small business lending. 
We appreciate Chairman Frank’s leadership in this effort and hope that this change can 
be included in future legislation. 


' 12 use 1464(c)(2)(A). 
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The Committee has asked for the views of the OTS on the pledge that President 
Obama made in his State of the Union address and again at a recent town hall forum in 
New Hampshire to provide an additional $30 billion to community banks for lending to 
small businesses. The OTS fully supports the Administration’s goal to stimulate small 
business lending to the extent that this can be done in a safe and sound manner with 
prudent underwriting. 

IV. Private Equity Investors 

Finally, the Committee asked for the agency’s views on possible impediments and 
barriers private equity investors encounter in attempting to invest in failed and failing 
banks. An entity seeking to acquire control of an OTS-regulated savings association is 
subject to a variety of laws^ and regulations’. OTS’s enforcement of these laws and 
regulations ensures that the entities seeking control of an insured institution possess the 
necessary managerial and financial resources, both currently and prospectively, and that 
the controlling parties will operate the insured institution in a safe and sound manner that 
does not pose an insurance risk to the Deposit Insurance Fund. These laws also prevent 
new affiliations between entities that control savings associations and commercial firms, 
as required by Section 401(a) of the Gramm-Leach-Bliley Act. Further, OTS regulations 
set forth a process for entities seeking to rebut a determination of control that requires 
support of their contention that no controlling relationship will result from their 
ownership of the insured institution. 

^ Sections 10(c) and (e) of the Home Owners’ Loan Act 
^ 12 C.F.R. Parts 574, 583, and 584. 
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In the OTS’s opinion, the greatest impediment private capital investors face is a 
general misconception that these investors engage in risky activities that are inherently 
unsafe and unsound, and therefore incompatible with the fundamental principles of 
banking. The OTS does not accept, nor has it ever accepted, this blanket 
mischaracterization. The OTS continues to support the infusion of private equity capital 
into the financial system in appropriate circumstances. 

On August 26, 2009, the Board of Directors of the Federal Deposit Insurance 
Corporation (FDIC) adopted and issued the “Statement of Policy on Qualifications for 
Failed Bank Acquisitions.” The statement sets forth the terms and conditions that the 
FDIC deems necessary for private capital investors to be eligible to bid on a proposed 
acquisition structure through the FDIC’s resolution process. These criteria include, 
among others, requirements on capital commitments, continuity of ownership and 
business structure. Prior to the issuance of this statement, both the OTS and the Federal 
Reserve Board approved transactions involving private equity. Our recent experiences 
indicate that private equity applicants remain interested in investing in and acquiring 
control of insured institutions. These investors have expressed some concern, however, 
about the impact of the statement on their opportunity to provide good capital to a 
financial system that continues to require support. 
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Applications by private equity investors will continue to receive stringent scrutiny 
by the OTS to ensure compliance with applicable laws and regulations, and to ensure that 
control by such entities is consistent with safe and sound banking practices. 


V. Conclusion 

1 have tried to put the current broad credit issues in some perspective and to make 
suggestions to hasten the return of adequate credit to the markets. However, while the 
economy is starting to show some positive signs and pockets of stability, it will take more 
time for a full recovery. 

Again, we appreciate this opportunity to testify today on behalf of the OTS and 
look forward to working with you on these important issues in the future. 
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Chairman Frank, Chairwoman Velazquez, Ranking Member Bachus, Ranking 
Member Graves and Members of the Committees, ray name is David Bridgeman, and I 
am the CEO and President of Pinnacle Bank in Orange City, Florida. I have risen 
through the ranks in community banking, starting out as a teller 28 years ago. I have 
been with Pinnacle Bank since it opened for business in 1999, and became the CEO in 
2003. I care deeply about the success of the Bank, small-business customers, and my 
community. 

I am honored to have this opportunity to share my experiences and give you a 
current capsulized assessment of community banking, and the challenges impacting small 
business and commercial real estate credit availability. Community banks are the life 
blood for small business in America. It is the community banker that makes the $10,000 
loan for equipment, inventory, or working capital-not the TBTF (too big to fail) banks. 1 
do not compete against the TBTF institutions for the small owner-occupied real estate 
loan or small business loan; however, I compete every day for the deposits that those 
institutions are taking out of my community. 

Although community banks hold only around 1 1% of total industry assets, 
community banks originate 38% of all small business and farm loans. According to the 
Federal Deposit Insurance Corporation (“FDIC”), banks with less than $1 billion in assets 
make more than half their loans to small businesses. In such a precarious point in our 
economic cycle, cutting lending to small businesses and farms could exacerbate existing 
pressures on the economy, leading to an increased probability of a double-dip recession. 
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Community banks understand the economic problems facing their respective 
communities. We know our customers by name. For example, recently a man sat across 
from me and wept because his business was struggling to the point that he had to lay off 
several long-term employees. We see first-hand what is happening to the small 
businesses in our communities. Community banks across my state and around the nation 
are seeing the same crisis as their business customers. It is the small business person who 
creates 60% of the jobs in this country and, therefore, it is through the efforts of the 
community banks that local economies, and ultimately our national economy, will be 
revitalized. 

Pinnacle Bank 

Pinnacle Bank is a state non-member bank regulated by the FDIC and the Florida 
Office of Financial Regulation, with $220 million in total assets. Pinnacle did not make 
the subprime or exotic risky mortgages nor did we invest in complex derivative securities 
that led to the current economic crisis. Pinnacle Bank ranks well in asset quality among 
its Florida peers. Pinnacle Bank has always been an active business oriented institution, 
providing credit to small businesses, the creators of most jobs in communities. The focus 
of our lending has been toward owner-occupied commercial real estate and C&I loans, 
with the loan portfolio mainly consisting of loans to local businesses. Pinnacle Bank is 
also one of the most active SBA lenders in Florida. 

In spite of the economic turmoil of the last two years, we have continued to lend. 
In November and December of last year. Pinnacle Bank was the second largest SBA 
lender in North Florida. Our modest loan growth, however, was criticized as being too 
aggressive by the FDIC field examiners during our most recent examination. 
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In April 2008, Pinnacle Bank chose to participate in the TARP Capital Purchase 
Program to infuse $4.4 million into capital. We did not need a bailout. To qualify for the 
TARP-CPP, unlike the TBTF banks, a community bank had to be in a strong position in 
terms of capital, composite ratings and other factors that regulators use to determine a 
bank’s condition. We saw the capital as a way to continue lending— as traditional sources 
of capital ceased to exist. During our recent examination exit meeting, however, the 
FDIC Examiner in Charge advised our Board of Directors that “TARP-CPP funds should 
specifically be used for increasing capital ratios and loan loss reserves.” We understand 
that Congress’ intent for TARP was to ensure access to credit for business customers. 
There exists a glaring disconnect between Congress and the field examiners’ message to 
community banks. 

We ended 2009 in a strong capital position. Pinnacle Bank is a “Well- 
Capitalized” institution by all regulatory measures. For year-end 2009, the Bank had a 
Total Risk-Based Capital to Assets Ratio of 11.61%, a Tier 1 Leverage Ratio of 8.14% 
and a Tier 1 Risk-Based Capital Ratio of 10.34%. To be considered well capitalized 
under regulations, a bank should have a total risk-based capital ratio of 10%, a Tier 1 
leverage ratio of 5% and Tier 1 risk-based ratio of 6%. Despite the Bank’s strong capital 
position following its field examination, the FDIC field examination staff is 
recommending that our capital status be downgraded to “Adequately Capitalized.” Why, 
because wc are a Florida bank, with Florida real estate as collateral. We believe this 
arbitrary capital downgrade will impede lending and place Pinnacle Bank under 
unnecessary stress. This example of heavy handedness from the regulators is ultimately 
obstructing the economic recovery. 
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Challenges 

There are several challenges for community banks to continue to lend to small 
businesses. First, there is a shortage of small businesses that can qualify for loans. Small 
businesses throughout the country have suffered significantly during this recession and 
their financial statements are in shambles. Viable businesses with good credit histories 
and reasonable equity cannot obtain loans because their income and liquidity to support 
debt repayment are not sufficient for banks to make a loan using prudent underwriting 
standards. We believe attempts by community banks to lend to these viable businesses 
are being met with significant criticism from the regulators. 

A second challenge to community banks is the current regulatory environment. 1 
would like to refer to the letter written by Congressmen Barney Frank and Walt Minnick 
dated October 29, 2009. Their letter very accurately describes what I and many of my 
CEO peers have experienced, that the field examiners have become “overzealous.” My 
bank was examined in November / December 2009. — The FDIC field examiners, in my 
opinion and the opinion of external auditors, were unduly harsh in their examination. 
They used PCA (Prompt Corrective Action) as a tool to require subjectively higher 
capital ratios, as well as much higher unjustifiable loan loss reserves. 

Additionally, the FDIC examiners are downgrading other components of a bank’s 
CAMELS ratings, based solely on deteriorating asset quality without recognizing the 
significant economic down-turn that has negatively impacted our entire nation. The 
examination manuals require that examiners take into account the current economic 
environment that a bank is operating under, but from our recent experience, this does not 
appear to be happening. Instead examiners rate the bank without considering the effect 
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of the economy and then express concent about the bank’s condition and future in light of 
the economy, applying a double effect of the economic environment to the bank. These 
actions have forced community banks to stop lending in an effort to meet these new 
higher ratios in an attempt to correct regulatory criticisms. 

After the toughest examination in my 28 years in banking, Pinnacle Bank, which 
is well-capitalized and well reserved by all measures provided in the regulations, is about 
to find itself in the position of having to suspend lending to satisfy unwritten capital and 
reserve requirements imposed by FDIC examiners. If we are to get our economy 
growing, we need to support community bank lending to small businesses, not impose 
arbitrary regulatory barriers to lending and unreasonable criticism for working with our 
customers. 

Policies set in Washington and the policies that are enforced in the field by the 
federal examiners should be one and the same. Congress, the Administration and the 
heads of the banking agencies have designed programs and instituted regulatory policies 
to encourage community banks to lend to small businesses and to work with existing 
borrowers. As an example, the FFIEC policy statement entitled Prudent Commercial 
Real Estate Loan Workouts dated, October 30, 2009, encourages banks to work with our 
borrowers in an effort to keep businesses open and people employed. The FDIC 
examiners during my examination, however, were critical of work out arrangements 
(Troubled Debt Restructures - “TDR’s”) with customers even though our customers were 
paying as agreed, keeping businesses open and people employed. We were told these 
businesses were highly likely to fail and, therefore, have a negative impact on the Bank. 
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Another problematic regulatory issue for small business lending is the Community Real 
Estate (“CRE”) Guidance. The CRE Guidance is for measuring risk in loan portfolios and 
developing policies and procedures to monitor and mitigate those risks. Currently, 
regulators are taking categories of concentrations within loan portfolios and criticizing 
banks for having too much concentration in areas that they deem to be risky, even if the 
risk has been mitigated and proper monitoring put in place. Federal regulators are taking 
the CRE Guidance and applying it as though it were a regulation. Federal regulators are 
using CRE concentrations as a yardstick for risks inherent in the portfolio, even if the 
portfolio is geographically diversified. Federal regulators are also recommending that 
community banks reduce CRE lending and even sell some existing CRE loans that have 
been rated ’’Substandard” or worse. Of course, any loan sales in the current real estate 
environment yield only a fraction of the value of the loan and cause community banks to 
take additional losses. This action, combined with arbitrarily higher capital requirements 
and higher reserve requirements, is again forcing banks to cease funding on lines of 
credit, demanding that lines be paid and withdrawing funding from new or existing 
commercial real estate projects. 

Summary 

The current regulatory environment is having a debilitative affect on local 
lending. Regulators must take a more positive approach to the examination process and 
understand that their actions are having a profoundly negative effect on the economy, 
communities, and job creation. It is imperative that the goals of Congress, the 
Administration and the federal banking regulatory agencies be the same — regrettably 
today they are not. Community banks want to lend to our small businesses and be a 
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catalyst to economic recovery, but the federal regulators need to change their 
Supervisory Policy toward community banks to allow viable community banks to work 
through their issues and these difficult economic times. 

Thank you for the opportunity to allow me to express my views on some of the 
more pressing challenges facing community banks. 


David L. Bridgeman 
Chief Executive Officer 
Pinnacle Bank 
Orange City, Florida 
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Chairman Frank, Chairwoman Velazquez, Ranking Member Bachus, Ranking 
Member Graves, Members of the Financial Services Committee and Small Business 
Committee: Thank you very much for the opportunity to testify today regarding the 
condition of small business and commercial real estate lending in local markets. My 
name is Ronald Covey, and I am President and Chief Executive Officer of St. Mary’s 
Bank Credit Union' in Manchester, New Hampshire. 1 am testifying on behalf of the 
Credit Union National Association (CUNA)L 


St. Mary’s Bank Credit Union - a member-owned, not-for-profit financial 
cooperative - was the first credit union established in the United States. We are proud of 


' St. Mary’s Bank Credit Union was founded in 1908 as La Caisse Populaire Ste. Marie, to serve the 
Franco-American population living in Manchester, NH. The French name loosely translates to The People’s 
Bank. In 1925, the credit union’s charter was amended to use both the French and English versions of the 
name. In recent years, the credit union has only used St. Mary's Bank. St. Mary’s Bank Credit Union 
serves 75,000 members; its total assets were $600 miilioo as of September 2009. 

^ CUNA is the nation’s largest credit union advocacy organization representing nearly 90% of America’s 
7,800 state and federally chartered credit unions and their 92 million members. 
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our heritage. For just over a century, we’ve been helping New Hampshire residents with a 
wide range of affordable products and services, including checking accounts, persona! 
loans, real estate loans, business financial services, and savvy financial planning. 

My testimony today focuses on the history of credit union business lending at St. 
Mary’s Bank Credit Union and nationally, the safety and soundness of credit union 
business lending relative to similar loans made by banks, the demand for small business 
lending that we are seeing in New Hampshire and nationally, and our reaction to the 
President’s proposal to create a $30 billion Small Business Lending Fund. Additionally, 
I will discuss our support for legislation, H.R. 3380, which would permit credit unions to 
inject as much as $10 billion into small businesses this year, helping them create over 
100,000 jobs, at zero cost to the taxpayer and without increasing the size of government. 

Business Lending is a Part of the Core Credit Union Mission and $t. Mary*$ Bank 
Credit Union Has Been Fultiiling That Mission For Over a Century 

The idea behind credit unions is very simple: people poo! their savings together 
and make loans to neighbors and coworkers in order to help each other achieve a better 
standard of living. Following this basic principle of “people helping people,” wc 
improve communities and generate opportunities for those most in need. We have 
always considered supporting local business as one of the key factors in creating healthy 
communities. That is why we have always taken, and continue to take, the initiative in 
helping business owners. 
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Credit union involvement in business lending dates back to the first days of the 
credit union movement. The earliest credit unions were founded so that people could 
borrow money to buy goods at lower cost and sell them for a profit. 

The founders of the American credit union movement very specifically noted the 
important role credit unions should play in providing access to credit for small 
businesses. As Alphonse Desjardin said in 1 908, as he encouraged the founding fathers 
of Si. Mary’s Bank Credit Union to organize the United States’ first credit union: 

“There are not only the manual laborers, whether of industry or of the land, who 
need credit and who, very often, are forced to suffer the extortions of the Shylocks 
of usury: There is also a very interesting class of small merchants, of humble 
industrialists, of modest entrepreneurs whose financial status does not permit 
them to have access to the large banks where their well enough known fellow 
businessmen go to stock up in order to enjoy the benefit of a checking account. To 
all of them as well, the cooperative offers financial assistance that is most 
precious.”^ 

Business lending is part of the credit union DNA. St. Mary’s Bank Credit Union 
has a track record of granting member business loans that dates back to our early years. 
St. Mary Bank Credit Union even provided vital loans during the Great Depression, when 
economic conditions forced many other financial institutions to close. According to the 
minutes of our Credit Committees during this lime, St. Mary’s Bank Credit Union 
granted business loans for apartment buildings, commercial real estate, working capital, 
time notes, and equipment loans. The businesses ranged from lumber yards, convenience 
stores, and heating oil companies to hardware stores and retail outlets. 

Member business lending has continued at St. Mary’s Bank Credit Union through 
our current recession. We still provide business loans for working capital (lines of credit) 

^ L 'Avenir National (Manchester, N.H.), Vol. XXI, No. 67, 28 November 1908, p. 4-5. 
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inventory, accounts receivable, equipment loans, seasonal loans, commercial real estate 
loans, and energy loans. St. Mary's Bank Credit Union is an approved Small Business 
Administration lender and participates in the Business Express program, SBA 7(a) Loan 
Program, and SBA 504 Program. We also utilize several New Hampshire state programs 
through the Business Finance Authority ofNew Hampshire. 

St. Mary’s Bank Credit Union member business loans today provide: 

o Critical financing for multi-family residential housing, much of 
which is in low-income areas; 

o Working capital and equipment loans for small manufacturing companies 
and sub-contractors that provide jobs and economic stability in our 
market; 

o Commercial real estate loans and rehab loans for business growth and 
expansion; and 

o Working capital and equipment loans for entrepreneurs, small service, and 
professional organizations. 

St. Mary’s Bank Credit Union’s average business loan size is under $200,000. 
We have 959 business loans, totaling approximately $75 million and 2,201 business 
members. Our potential is much greater! 

Business Lending Demand Exists 
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St. Mary’s Bank Credit Union’s aggr^ate limit for net member business loans is 
$85.3 million based on the 12.25 percent of total assets cap in the Federal Credit Union 
Act. At the current time, we have a new business pipeline of $7.6 million and an 
additional $7.5 million in business loan requests that, if approved, would exceed our 
aggregate limit by $4.8 million. We will attempt to place the additional requests that 
exceed our cap at other financial institutions; failing that, business members will have to 
wait until other business loans are paid down. Either way, these business members will 
likely experience a delay in receiving funds that could drastically affect their business 
activities, their financial wellbeing, and their employees - a delay that we are hoping to 
prevent by being here today. 

Let me emphasize this point; I do not see a scarcity of creditworthy business 
borrowers. I have the funds to lend, and nearly $5 million of loan requests that may go 
unfilled because of a statutory cap that was enacted twelve years ago without any 
economic or safety and soundness rationale. Given the demand we see, it is difficult to 
understand why we should not be able to put money back into the community, into the 
hands of hard working business owners, so they can employ more people and create more 
opportunities. That would simply be following through on the credit union mission. 

On a national level, we know there is demand for business loans because credit 
union business lending actually grew in 2009 while bank business lending contracted. If 
there was a scarcity of demand for business loans, all lenders would have seen 
contraction, not growth, in business lending. 
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Business Loan Growtii 
12 Months Ending September 2009 

11 . 0 % 

, - j 



- 15 . 1 % 

All Banks Community Banks Ail Credit Unions 


We also know that there is demand for business lending because our members tell 
us there is. I have with me several hundred letters from business owners from across the 
country who have received loans from credit unions, some after having been rejected by 
banks - big banks and community banks. These individuals have experienced first-hand 
the value in credit unions providing business loans; they see it as part of our mission. 

Wc arc simply asking for the opportunity to fulfill our potential as a business 
lender to our members. We have the resources to continue promoting business growth in 
our communities. Wc want to serve their needs. It would be disheartening to have to tell 
a qualified borrower that we cannot make a loan because of an agenda put forth by banks 
like the one that closed his line of credit or declined her original application. Limiting 
our cap to 12.25% of total assets does a great disservice to business owners everywhere, 
and stymies the kind of economic stimulation and job growth this country truly needs 
right now. 

Credit Unions Stand Apart from Other Financial Institutions 
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Mr. Chainnan, it is important to note that we would not be here talking about this 
issue if all financial institutions had behaved like credit unions. Credit unions did not 
contribute to the sub-prime meltdown or the subsequent credit market crisis. 

Credit unions truly are Main Street financial institutions - small, local, and 
community-focused. The average credit union has roughly $110 million in total assets 
whereas the average hanking institution is fifteen times larger with S 1 .7 BILLION in total 
assets. (The median size credit union has just $15 million in total assets and the median 
size bank is about ten times larger with $150 million in total assets). 

Credit unions are careful lenders. And, as not-for-profit memberehip cooperatives 
the overriding operating objective at credit unions is to maximize member service. 
Incentives at credit unions are aligned in a way that ensures little or no harm is done to 
the member-owners. As we have seen, the incentives outside of the credit union sector 
are aligned in a way that can (and often does) cause harm to consumers. In the case of 
toxic mortgages such as sub-prime mortgages, entities operating outside of the 
cooperative sector focused on maximizing loan originations (specifically fee income from 
those originations) even though many of the loans originated were not in the borrower’s 
best interest. 

Credit Unions Lend to Their Business-Owning Members Safely and Soundly 

Some have suggested that an Increase in credit union business lending could 
increase the exposure to the National Credit Union Share Insurance Fund (NCUSIF). 
However, the facts suggest that concern is misplaced. 
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First, as described below, our business loan loss rate is lower than that of banks, 
and lower even than our own losses on mortgages and consumer loans. Second, 
increasing the business lending cap gives well-capitalized credit unions a way to further 
diversify their portfolios, ultimately lowering overall risk. Third, the NCUA has full 
authority to supervise business lending by credit unions, and current rules severely limit 
business lending by credit unions which are not adequately capitalized. In fact, just this 
week, the Chairman of the NCUA Board wrote Treasury Secretary Geithner reiterating 
the agency’s commitment to strong regulation of member business loans.*' Increased 
business lending by credit unions would not be risk free, but it would certainly be very 
low risk. 

Like most other credit unions, St. Mary’s Bank Credit Union has a strong track 
record for sound business loan underwriting and performance. Our average business loan 
delinquency rate over the last 24 months was around 0.5%. Our net business loan 
charge-offs rate over the same 24-month time period has averaged about 0.32% 

Credit unions, in general, have lower charge-off rates and lower delinquency rates 
on business loans than banks. 


^ A copy of this letter is attached to this testimony. 
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Safety & Soundness Concerns? 
Annualized Loan Charge-Offs as of 9/09 


Business toans g 


Morigags toans 


j^Oedit Unions 
Ib Banks 



Considering all loans, in the first three quarters of 2009 the credit union loan loss 
rate was about half that of banks (1.18% vs. 2.38%). For business loans in particular, the 
credit union loan loss rate was only one fifth of the same rate at banLs (0.44% vs. 2.28%). 
Among the three major categories of credit union lending (residential mortgage, 
consumer, and business), business lending has the lowest loss rate. 

The Presidents Proposal to Create a S30 Billion Small Business Lending Fund Does 
Not Address the Chief Impediment Facing Credit Union Member Business Lending 

During his State of the Union Address, the President proposed giving community 
banks access to $30 billion in TARP ftinds with the intention that those funds, which 
would count as capital for the banks, would be used to encourage additional lending to 
small businesses. Credit unions have not sought to be included in this program; however, 
even if credit unions were envisioned to be eligible to participate, current statutory 
restrictions related to credit union capital would prohibit using these ftinds and counting 
them as capital. 
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However, while we strongly support Congress considering capital reform for 
credit unions, the chief impediment to credit unions increasing the availability of small 
business credit is NOT a lack of capital. The chief impediment is the statutory cap on 
credit union business lending in the Federal Credit Union Act. This cap, which is 
essentially 1 2.25% of the total assets of a credit union, was enacted in 1998 as part of the 
Credit Union Membership Access Act (CUMAA). CUMAA was designed to permit 
multiple common bond credit unions to continue to serve their members in the wake of a 
ruling by the Supreme Court in a case, brought by the American Bankers Association, 
which overturned an NCUA inteipretation of the Federal Credit Union Act. It is 
important to note that for the 90 years credit unions were in existence prior to the 
enactment of the cap, there was no statutory limit on the amount of business lending 
credit unions could do, and the business lending market share held by credit unions at the 
time of the cap was extraordinarily small. 

There was no economic or safety and soundness rationale for the cap when it was 
enacted, and none exists today. At the time of CUMAA ’s enactment, the rationale for the 
cap, as stated by the Senate Banking Committee, was “to ensure that credit unions 
continue to jfulfill their specified mission of meeting the credit and savings needs of 
consumers... through an emphasis on consumer loans rather than business loans.”® Of 
course, credit unions have been and continue to be clearly focused on meeting the lending 
needs of consumers. Raising the cap would have a negligible effect on credit union 
lending to consumers. Any increase in business lending would for the most part replace 
investments rather than consumer loans. The average credit union has a total loan to 

■ Senate Report 105-193. p. 9 
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asset ratio of about 65%. Excluding the 5% held in fixed and other assets, that leaves 
about 30% of assets in cash and investments. If all of the additional business lending 
capacity were used, that would still leave about 18% of assets in cash and investments 
without any reduction in consumer lending. Even for the minority of credit unions with 
much higher loan to asset ratios, raising the cap would very likely not decrease consumer 
lending, or at least not by much. Just because a credit union could make more business 
loans does not mean it would forsake existing consumer loan demands to meet new 
business loan demand. 

Small businesses need credit unions today because banks that have been serving 
them, in some cases for years, are pulling back access to credit. The Congressional 
Oversight Panel’s February 2010 oversight report concludes that as many as 3,000 banks 
could be forced to curtail business lending. These actions leave many creditworthy 
business owners high and dry, unable to get the funds they need to operate and expand. It 
is frustrating to both the credit unions as well as the small business owners that additional 
resources would be available at credit unions but for a statutory cap on business lending 
which was enacted twelve years ago as a concession to the bank lobby on a bill designed 
to permit credit unions to continue to serve their members. 

Representatives Kanjorski and Royce have introduced legislation (H.R. 3380) 
which, if enacted, would increase the credit union member business lending cap from the 
current level of 12.25% of total assets to 25% of total assets. It would also increase the 
de minimus amount of a credit union business loan from $50,000 to $250,000. This 
legislation would add an addition $100 million of business lending capacity to my credit 
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union. We could fill our outstanding loan rcqu^ts and be there to help our community 
even more. 


CUNA estimates that if H.R. 3380 were enacted into law, credit unions could lend 
an additional $10 billion to small businesses in the first year, helping small businesses 
create as many as 108,000 new jote.^ H.R. 3380 is a job creation bill that would not 
cost the taxpayers a dime and would not increase the size of government. 


Some have suggested that increasing the credit union business lending cap is 
politically controversial. However, voters disagree. According to a recent survey by 
Voter Consumer Research’, 62% of consumers identify jobs and the economy as the most 
important issues facing our country. When respondents were presented with a proposal 


CUNA conservatively estimates that credit unions would increase member business loans (MBLs) by 
about $10 billion in the first year following expansion of MBL authority. 

The estimated $10 billion, first year increase in lending is derived using three key assumptions: 

1. We assume that “grandfathered" credit unions (i.c., the approximately 150 credit unions that 
are currently above the 12.25% cap) do not increase their lending when the cap is raised. 

2. We assume that credit unions that are not currently engaged in MBL activity would enter the 
market in an amount, on average, equal to 1% of total assets under the new authority. Our 
conservative estimate assumes that 40% of the increased level of activity would occur in the 
first year. 

3. We assume that all other MBL credit unions lend in an amount equal to their current “use” 
rate. Our conservative estimate assumes that 40% of the increased level of activity would 
occur in the first year. 

We assume that the new loans would largely be loans that would not otherwise be made by banks. We 
further assume that the $10 billion increase in lending would be a "new normal" - that the 1st year-addition 
would represent a permanent addition to loan volume in credit union portfolios. In this regard, the increase 
in lending can be viewed as American Recovery and Reinvestment Act (ARRA)-like stimulus similar to 
direct spending. Thus, we assume that the additional lending would produce jobs at a rate that is similar to 
the estimates published by the Council of Economic Advisors (CEA) in its May 2009 estimates of job 
creation. See: http;//www.whitehouse.gov/administration/eop/cea/Estimaie-of-Job-Creation/' 

Using these assumptions and rounding, each $92,000 in additional MBL lending on the part of the nation's 
credit unions will create one additional job. Therefore, expanded credit union MBL authority will result 
in an estimated first-year increase of 108,000 new j<^s nationally. 

The survey of 1 ,000 registered voters, 42% of whom identified themselves as credit union members, was 
conducted by Voter Consumer Research from January 24-28, 2010. 
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that would let credit unions pump $10 billion into small businesses and create over 
100,000 jobs as well as leading banking arguments that the cap should not be removed 
because credit unions do not pay taxes and it would give them an unfair advantage, 63% 
of those surveyed responded favorably to the credit union proposal, while only 27% 
opposed. When respondents arc reminded that bankers — after receiving taxpayer bailout 
money — are paying themselves bonuses and not making small business loans, nearly 
70% side with credit unions and only 20% side with banks. 


A growing list of small business associations and think tanks support lifting the 

cap on credit union business lending, including the following*^: 

Americans for Tax Reform 
Competitive Enterprise Institute 
Ford Motor Minority Dealer Association 
League of United Latin American Citizens 
Manufactured Housing Institute 
National Association of Mortgage Brokers 
National Cooperative Business Association 
National Cooperative Grocers Association 
National Association of Realtors 
National Farmers Union 
National Small Business Association 
NCB Capita! Impact 

National Association of Professional Insurance Agents 

National Association of the Self-Employed 

National Association of Manufacturers 

National Council of Textile Organizations 

Council of Insurance Agents and Brokers 

Center on Risk, Regulation, & Markets at the Heartland Institute 

H.R. 3380 is a common sense bill that will help small businesses and support 
communities, and I encourage Congress to enact this legislation as soon as possible. 


A copy of an opcn-lecter that these group have sent lo Congress is attached to this testimony. 
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Before concluding, I do want to make a comment regarding the concerns raised 
by some that credit unions should not have additional business lending authority because 
they are tax-exempt organizations. This concern ignores both the history of credit unions 
having and using unlimited statutory business lending authority for the first 90 years of 
their existence at the same time they have had a tax exemption. As Congress has 
reaffirmed several times over the last seventy years, most recently in 1998, the tax status 
is a function of the structure of credit unions as not-for-profit, democratically-controlled, 
member-owned, financial cooperatives. The tax status has nothing to do with the powers 
of credit unions, and everything to do with how credit unions are organized. 

The credit union structure is unchanged over the past 100 years and we continue 
to fulfill our mission of serving especially those of modest means. For example, 
according to Home Mortgage Disclosure Act data, minorities and lower income 
Americans are much more likely to have their home mortgage loan applications approved 
at credit unions than at other lenders.’ 

In the business lending arena, the Treasury's 2001 comprehensive analysis of 
credit union business lending showed that 25 percent of member business loans were 
made to members with household income of less than $30,000 - and that these loans 
totaled 13 percent of the outstanding member business lending balances. Another 20 
percent of the loans (with 1 5 percent of the outstanding loan balance) went to households 
with incomes reported to be between $30,000 and $50,000. 

^ Since 2005, credif unions have approved an average of 68% of applications from iow/mod Income 
borrowers, whereas other lenders approved an average of only 51% of these applications. Moreover, since 
2005, an average of 26% of total credit union mortgage originations were to low/mod income borrowers 
while low/mod income originations represented (wily 23% of total originations at other lenders. 
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The irony is that bankers have repeatedly criticized credit unions for not doing 
more to serve the underserved, while at the same time repeatedly used the courts and 
persuading Congress to keep credit unions from being able to do more. The time is now 
to set aside the banker rhetoric. We urge Congress to permit credit unions to do what 
they were established to do - serve their members, including those who own small 
businesses. We have the willingness to help. Wc have the capacity to help. But, we need 
Congress to act. 

Mr. Chairman, thank you very much for the opportunity to testify today. 1 am 
happy to answer any questions the members of the Committee may have. 
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National Credit Union Administration 


Office of the Chairman 


February 24, 2010 


The Honorable Timothy F. Geithner, Secretary 
United States Department of the Treasury 
1500 Pennsylvania Avenue, NW 
Washington, DC 20220 


Dear Secretary Geithner: 

1 am writing as a follow-up to the recent discussions our agencies have had about credit 
union member business loan limitations. 

The Federal Credit Union Act limits the amount of member business loans (MBLs) the 
great majority of credit unions can grant to the lesser of 1 .75 percent of net worth or 
12.25 percent of assets. Congress presently contemplates legislation that would raise 
or eliminate that statutory limitation by enabling credit unions to grant more MBLs. 
Should the legislative process result in an increase to or elimination of the current MBL 
limitations, I assure you NCUA would remain vigilant in carrying out our supervisory 
responsibilities. 

NCUA has long exercised caution in monitoring MBLs from the standpoint of safety and 
soundness. We routinely issue guidance to ensure the credit union community and 
agency staff understand the risks associated with MBLs. For example, last month, the 
agency released NCUA Letter to Credit Unions 10-CU-02 (“Current Risks in Business 
Lending and Sound Risk Management Practices”). This guidance reminds credit union 
officials of the importance of ensuring that risk management practices must continue to 
evolve as the size and complexity of MBL portfolios increase. NCUA also plans to 
provide extensive MBL training to our field staff in the coming months. 

NCUA recognizes that successful MBL programs depend upon credit unions limiting 
products to only those consistent with the capabilities of their respective lending staffs 
and the principles of sound risk management. In consideration of these precepts, 

NCUA already has efforts undenway to strengthen the regulatory qualifications that 
credit union officials must have to serve as business lenders. 

Let me assure you: If legislative changes increase or eliminate the current 
aggregate MBL cap, NCUA would promptly revise our regulation to ensure that 
additional capacity in the credit union system would not result in unintended 
safety and soundness concerns. 


1775 Duke Street - Alexandria, VA 22314-3428 - 703-518-6300 - 703-518-6319-Fax 
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As one of the most important changes, NCUA would only permit credit unions to 
increase their MBL capacities on a gradual basis by adopting a tiered approval process. 
In addition to other regulatory changes, the agency would develop procedures to fully 
monitor MBL growth. 

Earlier this month, NCUA joined the other Federal Financial Institution Examination 
Council members in advocating prudent lending to creditworthy small businesses. We 
recognize the importance of small businesses in leading our nation’s recovery efforts. 
As such, we support efforts to allow credit unions to provide businesses additional 
avenues of credit when appropriate under a comprehensive regulatory framework. 


Sincerely. 



CC: Michael Barr 

Assistant Secretary for Financial Institutions 




from Those Who Create Johs 


Dear Mr. President, Senators and Members of Congress: 


As you focus on overcoming the challenges of our nation’s economy, it is important to 
assemble and use all the tools at your disposal To date, the primary focus has been 
both a faxpa^'cr financed rescue and economic stimulus package. 

Despite these measures, credit continues to be a problem for businesses of ail sizes - 
businesses which create jobs. We would like to suggest anodier .step that could inject 
up to S 1 0 billion into the economy accoiding to those associated with credit unions. 

We urge you to allow credit unions to expand lending to their business members. 



America^ Credit Uiiions. 

Serwinf their f 0 iniiiion members ewerfiaf. 


For more intormation, visit www.CKNA.org 


Credit unions continue to lend even when banks have cut back; 


Credit unions play a vital role in providing capital to underserved 
communities and small businesses; and. 

Credit Unions understand the special needs of their business members and 
can make loans that banks will not. 


Easing business lending limits on credit unions will cost 
taxpayers nothing, and will provide much needed credit into 
our economy. We urge you to support lilting the lending cap. 

Americans for Tax Reform National Farmers Union 

Competidve Enterprise Institute National Small Business .Association 

Ford Motor Minority Dealer Association NCB Capital Impact 

League of United Latin American Citizens National Association of 

(LULAC) Professional Insurance .Agents 

Mamifactured Housing InsMhite National Association for 

National Association of Mortgage Brokers the Self-Employed 

National Cooperative Business Association National Association of Manufacturers 

National Cooperative Grocers Association National Council of Teriile Oi’ganizations 

National Association of Realtors* Council of Insurance Agents and Brokers* 

Center on Risk. Regiilalion, & .Markets at the IlearUand Institute '' 


156 


U.S. Women’s Chamber 
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Testimony 

of 

Margot Dorfman 
Chief Executive Officer 
U.S. Women’s Chamber of Commerce 

Before the House Small Business Committee 
and the House Financial Services Committee 

“Condition of Small Business and 
Commercial Real Estate Lending In Local Markets” 
9:00 a.m., February 26, 2010, 2128 
Rayburn House Office Building 


Chairwoman Velazquez and Chairman Frank, Ranking Members Graves and Bachus, Members 
of the Committees, I am here today representing the 500,000 members of the U.S. Women’s 
Chamber of Commerce. Over three-quarters of our members are small business owners. 

Thank you for this opportunity to update your committees on the condition of small business 
lending in local markets. Simply stated, the status of small business lending is so devastatingly 
poor that many business owners have given up even trying to secure capital and credit for their 
businesses. Our members tell us, regardless of their personal credit scores, proven business and 
financial track record, and contracts in hand - their access to capital and credit has become 
severely limited, and the fees and interest rates on their existing loans have risen to loan shark 
levels. 

The consequences of this extended contraction in access to capital and credit have had a 
devastating effect on small businesses. Over the last two years, small business losses accounted 
for 40 percent of the 4.7 million positions cut by firms in total. ' The results of a recent survey of 
our members have provided us with a very clear picture of the small business lending 
marketplace: 

• The smallest businesses have either been wiped out or are struggling every day to stay in 
business. 


‘ ADP National Employment Report, February 3, 2010. 
<http://www.adpemploymentrcport.conVpd&FINAL_Re!ease_January_10.pdf> 

1200 G Street NW, Suite 800, Washington, D.C. 20005 
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• Businesses in the $250 - 500K range have weathered the storm so far - and are seeking 
access to capital to fuel growth. Firms in this range tell us they could grow now - and 
add jobs - if they could only access capital and credit. 

• Many of the businesses in the $500K - IM range have significant overhead (equipment, 
raw materials) that make growth right now very challenging. And with little or no access 
to capital they have no way leverage their assets to fuel growth. 

• Firms with over $I M in revenues have a more diversified set of capital and credit 
providers - but tell us they have very little appetite for growth due to the exorbitant fees, 
interest rates and uncertainty. 


Nearly all businesses tell us that consumer confidence is extremely poor and that increased 
consumer confidence would help fuel their business growth. They also tell us it is important to 
complete the reform of our healthcare system and financial market regulations, and create a 
strong consumer financial protection agency so that they will have a clear picture of the future 
and can plan with confidence. 

While U.S. banks report the sharpest decline in lending since 1 942^, another troubling trend is 
the extreme contraction in U.S. Small Business Administration (SBA) backed lending to women- 
and minority-owned firms. Between FY2008 and FY 2009, the percentage of SBA backed loans 
going to women-owned firms dropped from 23 percent to 20 percent and the total dollars lent 
dropped from 1 8 percent to 6 percent. During the same time period, the percentage of SBA 
backed loans going to minority-owned firms dropped from 33 percent to 22 percent and the total 
dollars lent dropped from 32 percent to 4 percent.^ 

We strongly encourage Congress to improve the opportunity for businesses to secure capital and 
credit, reduce the cost of credit, help small businesses to convert high interest debt into fixed 
tenn loans with reasonable interest charges, and help small business owners to assess their 
current financial condition and make good choices for the future. 

We ask you to come up with solutions that match the scale of the challenge and address the real 
problems. The problems in the small business lending marketplace have been growing over the 
last decade. The resulting damage imperils not just small business owners - but every single 
American alive today and for generations to come. We cannot afford to send more of our 
taxpayer money into the hands of banks hoping they will do the right thing. 

The job creation legislation recently passed in the Senate falls woefully short in addressing the 
size and scope of our problems. The recent FDIC comments on meeting the credit needs of 


2 

Michael R. Crittenden and Marshall Eckblad, "Lending Falls at Epic Pace," Wall Street Journal, February 24, 
2010 . 

’ National Association of Government Guaranteed lenders, 
http://www.naggl.org/am/Template.cfm?Scction=SBA_Statistics 
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creditworthy small businesses do nothing to change the fundamental problems.'* And the 
President’s proposal to distribute $30 billion of Troubled Asset Relief Program (TARP) funds to 
local and community banks in an effort to re-energize lending to small businesses is simply more 
of the same. Clearly this action would once again benefit the banks - with no guarantees of 
assistance to small business owners. 

Treasury Secretary Geithner has said these funds should be removed from the TARP program 
first to assure bankers they will not face the disclosure and compensation restrictions that 
financial institutions faced when they accepted the bailout funds. He says, "TARP has outlived 
its basic usefulness because banks are worried about the stigma of coming to TARP, and they're 
frankly worried about the conditions." Additionally, he said 600 small banks withdrew their 
applications for TARP money because they did not want to face the restrictions or the perception 
that they needed a bailout.^ 

It is time to stop worrying about the banks and start worrying about the people. It is time for the 
SBA to support small businesses and job creation through a direct lending program. Very solid 
strategies have been established that would enable the SBA to loan directly to small businesses 
allowing for the sale back of loans to private sector investors and lenders after a period of time. 

The arguments made that the SBA as a direct lender would be competing with private sector 
lenders are hollow - as one cannot compete with lenders that are not even seeking to compete 
and whose objectives are at odds with the needs of our country. The arguments that the SBA 
would have to hire and train people are true - a small price to pay for our economic future. 
Hundreds of qualified individuals have been laid off from lenders. We are confident these 
individuals would welcome the opportunity to step up and help save the future of our country. 


Specifically, we recommend: 

1 . Increase SBA lending guarantees to 90 percent. 

2. Focus on two sectors with the greatest urgent need - loans under $200K and loans in the 
$200 - 500K range. 

3. Establish a direct lending program through the SBA allowing for the sale back of loans to 
private sector investors and lenders after a period of time. 

Our problems are big and will affect the economic wellbeing of our great country for generations 
to come. We ask you to really see what is happening in America and respond to the scale and 
scope of these problems. New models are needed to lift us from our current recession and return 
us to a vibrant financial future. Strength, transparency, and affordable access to capital are 
vitally important so that our economy may be revitalized, our small businesses brought back to 
life, and jobs created. 


'* Federal Deposit Insurance Corporation, "Interagency Statement on Meeting the Credit Needs of Creditworthy . 
Small Business Borrowers," Febniary 5, 2010. <http;/Avww.fdic.gov/news/news/press/2010/prl0029a.pdfi>. 

^ Jim Kuhnhenn, BusinessWeek, February 24, 2010 
<http://www.businessweek.com/ap/financialnews/D9E2LE6O0.htm> 
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I. Introduction 

Chairman Frank, Ranking Member Bachus, Chairwoman Velazquez, Ranking 
Member Graves, and members of the Financial Services and Small Business Committees, I 
appreciate this opportunity to discuss national banks’ lending activities and the OCC’s actions 
to provide a supervisory climate that facilitates sound loans to businesses and consumers. The 
OCC supervises 1 ,462 insured national banks, which comprise about 1 8 percent of the 8,01 2 
insured depository institutions (IDIs) in the United States, holding approximately 63 percent 
of all IDl assets. In terms of size, national banks constitute 12 of the 19 banks with assets 
over $100 billion, including the six largest banks in the United States; 35 percent of mid-size 
banks, with assets ranging from $5 billion to S 1 00 btl lion; and 1 8 percent of community 
banks, with assets less than $5 billion.' 

Access to credit is critical to tlic health of our nation’s economy, and national banks 
play a vital role in meeting this need. While there arc signs of a recovering economy, there 
continue to be significant strains that are affecting both the demand for credit and its supply. 
Many businesses and consumers have become more cautious, reducing their demand for and 
use of credit. Likewise, many bankers have become more conservative in how they evaluate 
potential borrowers and structure loan products. Despite these factors, lending remains a core 
business of national banks, and from my discussions with bankers, I believe they remain 
committed to meeting the credit needs of their customers. 

The first part of my testimony addresses patterns and trends in bank lending, where 
there has been a general reduction in the total amount of loans by banks of all sizes. The 
second part discusses the demand and supply factors contributing to this result, that is, the 
reduced demand for credit by creditworthy borrowers resulting from the recession, and the 

^ Figures are based on 1 2/31/2009 data and include all FDIC-tnsured institutions, but do not include federally 
insured credit unions. 
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reduced supply of credit resulting from tightened underwriting standards. The final part 
addresses the role that regulators are playing and should play in facilitating credit availability, 
specifically including credit to small businesses. 

Ensuring that national banks meet the credit needs of their communities and customers 
in a safe and sound manner is central to the mission of the OCC. It requires us to take a 
balanced and consistent supervisory approach, especially in this environment, to ensure that 
our actions do not discourage national banks from making loans to creditworthy borrowers. 
Many have questioned whether the regulatory pendulum has swung too far, to the point where 
regulators and examiners are impeding banks’ ability to make even prudent loans. We take 
this matter very seriously, and as a result, have taken and continue to take a number of steps 
to ensure that OCC examiners are applying supervisory policies in a balanced and consistent 
manner across the country. We also have worked with the other banking regulators to 
reinforce our policies and expectations to both the industry and examiners regarding sound 
lending. 

Our messages to bankers have been, and continue to be, the following: 

• Make new loans to creditworthy borrowers, using prudent underwriting standards; 

• Work constructively with bonowers who are facing difficulties; and 

■ Realistically recognize and address problem credits by maintaining appropriate 
reserves and taking appropriate charge-offs when repayment is unlikely. Recognizing 
and classifying a problem credit does not mean that a banker can no longer work with, 
or extend credit to, the borrower. We expect bankers to work with troubled borrowers. 

Our direction to examiners and the policies they apply has remained consistent. We 

instruct our examiners not to dictate loan terms, and not to instruct bankers to call or 

renegotiate loans. Rather, the examiner’s role is to determine that banks; 

■ Make loans on prudent terras, based on sound analysis of a borrower’s financial and 
collateral information and ability to repay; 


2 



162 


• Recognize weaknesses in existing credits and work with those borrowers to develop 
reasonable workout plans wherever possible; 

■ Have adequate risk management systems to identify and control risk taking; 

• Maintain sufficient reserves and capital to buffer and absorb actual and potential 
losses; and 

■ Accurately reflect the condition of their loan portfolios in their financial statements. 
We focus greatest attention on sectors that have been particularly hard hit by the 

economic crisis. Given the concerns expressed about how examiners were assessing troubled 
commercial real estate loans, we and the other banking regulators issued guidance last 
October to provide greater clarity and certainty to the industry and examiners on our policies 
and expectations for commercial real estate (CRE) loan workouts,^ We believe this guidance, 
with the real world examples it contains, has been useful in providing greater consistency in 
how examiners apply key supervisory principles. 

More recently, on February 5, we and the other agencies issued a statement on lending 
to creditworthy small businesses. This statement addresses the important role of small 
businesses in the economy, their dependence on banks for credit, and the recent difficulty 
experienced by some small businesses in obtaining new credit or renewing existing credit,’ 

As with our recent CRE guidance, this statement is intended to facilitate small business 
lending and provide bankers with more regulatory certainty by outlining our expectations for 
prudent underwriting practices. In both statements wc reiterate our policies that examiners 
should take a balanced approach in assessing banks’ underwriting and risk-management 
practices and should not criticize banks that follow sound lending practices. 


" See: “Policy Statement on Commercial Real Estate Loan Workouts," at: 
http://www.occ.treas.gOv/ftp/release/2009- 1 28a.pdf. 

^ See: “Interagency Statement on Meeting the Credit Needs of Creditworthy Small Business Borrowers” at 
http://www.occ.treas.gov/ftp/release/2010-I4a.pdf. 
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Finally, we continue to work with the Administration, Congress, and the industry on 
programs that can provide additional assistance to the hardest hit sectors. We support the 
Administration’s various smalt business lending initiatives. We have a number of resources 
for bankers to help them understand and more fully use the various programs offered by the 
Small Business Administration (SBA), We continue to be actively involved with the 
Administration’s mortgage modification programs to assist troubled homeowners, and the 
information we collect through our Mortgage Metrics program helps assess the success of 
these efforts and determine where further adjustments may be needed. 

As we discuss credit availability and the critical need for a balanced supervisory 
approach, I think it is very important to keep in mind the limits on what banking regulators 
can and should do. While we should be very careful not to encourage the banks we supervise 
to become excessively conservative, we simply cannot turn a blind eye to increasing losses 
and mounting credit problems. Last year, 140 banks failed, 25 of which were national banks, 
the most since the record numbers of failures in the late 1980s and early 1990s. Thus far in 
2010, 20 banks have failed, three of which were national banks. Estimated losses to the 
deposit insurance fund since the start of the crisis two years ago are over $57 billion and 
growing, with nearly $7.5 billion coming from failed national banks. The FDIC’s problem 
bank list has swelled to 706 as of December 31, 2009, and we are likely to have even more 
failures in 2010 than we did last year. 

In this environment, some have talked about the need for regulatory “forbearance,” 
where supervisors allow troubled banks to ignore credit problems in the hope they will go 
away over time. Unfortunately, we know from the painful experience of the savings and loan 
crisis of the 1980s that regulatory forbearance can and has made problems far worse, causing 
the deposit insurance fund and the taxpayer to sustain tens of billions of dollars more in losses 


4 



164 


than would have resulted from prompt regulatory action. That experience caused Congress to 
enact the Prompt Corrective Action regulatory regime in the Federal Deposit Insurance 
Corporation Improvement Act of 1991, or “FDICIA.” This statutory regime expressly 
rejected regulatory forbearance, and reinforced to supervisors how important it is for 
institutions to realistically recognize losses and take the necessary steps to repair themselves 
to avoid further problems - and ultimately be in a better position to make loans to 
creditworthy borrowers. 

In short, the right supervisory approach to promote sound credit availability is, by all 
means, to avoid excessive conservatism. But it is also to avoid the kind of forbearance and 
tolerance for loss deferral that can lead to bigger future losses, more severely troubled banks, 
even more constrained lending, and increased bank failures. 

II. Trends in National Bank Lending 

After two years of extreme economic stress and financial disruption, there has been a 
notable decline in the level of loans outstanding within the commercial banking sector. This 
decline has occurred at banks of all sizes, both for national and state-chartered banks. While 
such declines are common in recessions, this recession has been much more severe than the 
typical downturn. The resulting slowdown in bank lending has been especially pronounced, 
including for national banks, as measured by the annual percentage change in loans 
outstanding shown in Chart 1. This decline is particularly striking because it followed a 
decade of sustained credit expansion - including the largest increase in 25 years during 2007 
- an expansion that financed economic growth, but also reflected increasing use of leverage 
by businesses and consumers. 
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Chart 1 

National Banks: Total loans on balance sheet 


Yr-yr change 
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Source: Integrated Banking Data are merger adjusted and heid<onstant on 

Infwmaticin System (OCC) a l-yeaf basis. 

Drilling down to specific loan categories reveals some variety in the timing and scale 
of reductions in outstanding loans by category (sec Table 1). In 2008, the decline was led by 
a reduction in residential mortgage loans, concentrated in the largest banks, which were the 
predominant on-balance sheet lenders for such loans (although the overwhelming majority of 
first mortgage loans are held by third parties as the result of securitizations by both 
government-sponsored enterprises and private financial institutions). This decline continued 
at a substantial, if somewhat slower pace, during 2009. Construction loan balances at national 
banks also fell during 2008, by $6.3 billion, and the decline accelerated to $45 billion in 2009. 
Other major loan categories, including commercial and industrial (C&l) loans, commercial 
mortgages, and consumer loans - home equity, auto, and credit cards - increased in 2007 and 
2008 before declining in 2009, with a particularly notable $223 billion decline in C&I 
lending. Commercial mortgage loans (including loans for multifamily housing) actually 


6 



166 


continued expanding on a year-over- year basis through September 2009, but then fell off 
sharply in the final quarter of the year.'* 


Table 1 

National Banks 


Yr-Yr Change in Loans Held on Balance Sheet, $ Billions 



2007 

2008 

2009 

Commercial and industrial 

171,5 

5.9 

-223.0 

Commercial mortgage* 

29.5 

12.1 

-7.3 

Construction 

24.4 

-6.3 

-45.3 

Residential mortgage 

91.2 

-183.7 

-100.8 

Consumer 

74.5 

22.8 

-48.9 

All other loans 

65.9 

-47.0 

-32.9 

TOTAL 

457.0 

-196.1 

-458.4 


’includes multifamily and nonresidential property 

Data are for FOIC-insured national banks. Historical data for growth calculations include 
non-national bank loan balances acquired by national banks via mergers. 


National banks are significant providers of small business credit, but discerning trends 
in small business lending is more difficult due to the variety of lending facilities that small 
business owners use for financing. One proxy for a portion of small business lending is the 
data collected every June - soon to be collected every quarter - on commercial loans of less 
than $1 million, which tend to be to smaller businesses. The June 2009 data showed national 
banks providing $292 billion dollars of credit in this form, including C&I loans, agriculture 
loans, and commercial mortgages (see Table 2). Agricultural loans were only three percent of 
this total, with the remainder about evenly split between commercial mortgages and C&I 
loans. Larger national banks, those with assets over $1 billion, accounted for eight out of 


■’ These loan growth figures and those in Table I reflect the following methodology; Loan balances that were 
originally on the balance sheets of non-national banks (thrifts, state banks, investment banks, etc.) that 
converted, merged, or were acquired by national banks, are added to historically reported national bank loan 
balances to achieve a true measure of loan growth without the confounding influences of charter changes. This 
merger-adjustment process does not adjust for the transfer of loan balances that occur outside of charter 
acquisitions or conversions. 
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every ten dollars of small commercial loan volume provided by national banks. Based on the 
most recent data, smaller national banks showed a modest year-to-year increase in total small 
denomination commercial loans, whereas these loans declined about five percent at the larger 
banks. The modest gain at smaller national banks was entirely due to growth in commercial 
mortgages. Small C&I loans declined at both small and large national banks - a trend that 
mirrored commercial banks as a whole. 


Table 2 


National Banks 

Small Denomination Commercial Loans 



June 2009, $ billions 


Yr/Yr change 



Commercial 

Mortgage 

C&I 

TOTAL* 

Commercial 

Mortgage 

C&I 

TOTAL* 

Banks with assets 
under $1 bitiion 

28.7 

18.4 

52.8 

3.2% 

-4.0% 

0.2% 

Banks with assets 
$1 to $50 billion 

28,5 

28.5 

58.4 

-0.2% 

-10.3% 

-5.5% 

Banks with assets 
over $50 billion 

79.2 

98.9 

180,4 

-3.7% 

-5.8% 

-4.7% 

TOTAL 

136.4 

145.8 

291.7 

-1.6% 

-6.5% 

-4.0% 


• Total includes agriculture loans under $500k C&I = commercial and industrial loans 

Source: June Call Reports, Sched. RC-C. Data are merger-adjusted and for banks in continuous operation from 

June 2008 to June 2009. 


Of course, the category of “commercial loans of less than $ 1 million” reflects only a 
portion of the overall small business credit provided by banks, as many small business owners 
have relied on credit cards and their personal home equity lines of credit as primary sources of 
credit financing. The use of such loans for small business lending is not currently captured by 
the Call Report, but as shown in Table 1, there has been a reduction in consumer loans in the 
aggregate. More granular data that we obtain through our on-site supervisory activities 
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suggests some of this decline in consumer loans is attributable to a decline in small business 
credit use/ 

Several important qualifications apply to using a decline in outstanding loan balances 
at banks as the direct equivalent of a decline in the amount of credit made available by those 
banks. First, because this is a point in time measure, changes in outstanding balances do not 
fully reflect the volume of loans being originated, since some loans are being paid down 
through normal reductions in loan principal.* 

Second, part of the decline in reported outstanding loan balances results from the 
amount of troubled loans that banks charge off Such actions, which are necessary when 
repayment becomes unlikely, have nothing do with the amount of new credit being made 
available to creditworthy borrowers. As shown in Chart 2, net charge-off rates have exceeded 
recent peak levels for nearly all major loan categories at national banks, and the total net 
charge-off rate for commercial banks is on track to be the third highest annual rate on record. 

When banks charge off loans, the loans are no longer reported on their balance sheets, 
even though the loans have not been extinguished. During 2009, national banks charged off 
$126 billion in loans, an amount equivalent to 27 percent of the total decline in outstanding 
loans for the year. For certain types of credit, the impact has likely been greater; for example, 
the $49 billion decline in non-mortgage consumer loans during 2009 includes the impact of 
$45 billion in charge-offs. We believe that charge-offs to address asset quality problems are a 
painful, but critical, step in restoring the health of banks' balance sheets and their capacity to 

’ The largest TARP recipients are required to submit monthly data to the U.S. Treasury on their lending activity. 
The February 2010 report for the 1 1 large institutions that as of June 2009 had not repaid their TARP funds 
showed that the total loan balances for small business loans declined by $9 billion from July to December 2009 
(from $178 billion to $169 billion). See: “Monthly Lending and Intermediation Snapshot,” Febraary 16, 2010. 

* For example, although the monthly TARP data reported to Treasury show a decline in small business loan 
balances of $9 billion from July to December 2009, the data also show $34 billion in small business loan 
originations during that period at those same fimis. See: “Monthly Lending and Intermediation Snapshot,” 
Febraaiy' 16,2010. 
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lend - but they do not result in an actual decline in borrowers’ credit obligations to banks, 
even though they are reported that way, and they are not really relevant to whether banks are 
extending new loans to creditworthy borrowers. 

Chart 2 


Charge-off Rates Continue to Set New Highs 

National banks 
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Net charge-offs as a pen^nt of loans in respective category. Charge-off rates 
are annu^ized. * Not all detail loan categories are shown. 


Finally, the level of outstanding loans on banks’ balance sheets understates the amount 
of credit that banks have made available to borrowers as it does not capture the amount of 
unused credit lines. These credit lines reflect commitments of credit that banks have extended 
to customers, allowing them to decide exactly when and how much to borrow by drawing 
down the line. While it is true that many banks have reduced unused credit lines, the level of 
unused credit lines at national banks remains substantial, totaling $4.4 trillion at year-end 
2009. The level of untapped lines of credit means that many retail and commercial borrowers 
have access to additional credit beyond the reported amount of loans outstanding. Unused 
credit card lines and home equity lines of credit at national banks totaled $2.5 trillion and 
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$376 billion, respectively, at the end of 2009. Likewise, national banks had $1.5 trillion in 
unused commitments for loans other than credit cards and home equity lines, an amount that 
far exceeds the $781 billion in total C&l loans outstanding. 

III. Demand and Supply Factors Affecting Bank Lending 

As previously mentioned, credit availability is affected by both demand factors - the 
extent to which borrowers seek new credit - and supply factors - the extent to which lenders 
are willing and able to supply that credit. As discussed below, the recent decline in bank 
lending reflects a significant decline in both credit demand and credit supply. 

A. Demand Factors 

A variety of measures and reports indicate that, as a result of the sharp decline in 
underlying economic conditions, the demand for credit by both businesses and consumers has 
correspondingly declined. While it is difficult to apportion with certainty the extent to which 
a particular factor has caused a decline in credit availability, most bankers point to slack 
demand as the single most important factor. For example, although respondents in the 
Federal Reserve’s most recent Senior Loan Officer Survey reported some improvement in 
loan demand, many of the demand measures remain very weak. For commercial loans, 34 
percent of the banks reported weaker loan demand, while only nine percent reported stronger 
demand. On the consumer side, weakness was even more pronounced; for example, nearly 
half of the banks reported weaker demand for home equity lines of credit, with only seven 
percent reporting stronger HELOC demand from consumers.^ 

Many businesses have cut back on activities that are typically funded by bank loans, 
such as inventory investment and capital expenditures on plant and equipment, and have less 
need to fund accounts receivable due to the weak pace of sales. As shown in Chart 3, the 

’ See: The Federal Reserve Board, “The January 2010 Senior Loan Officer Opinion Survey on Bank Lending 
Practices,” at; http://www.federalreserve.gov/boarddocs/snloansurvey/201 002/ftiilreport.pdf. 
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recent reductions in fixed investment and inventories is unprecedented over the past 55 years 
of historical data, while the decline in accounts receivable by U.S. nonfinancial companies 
also has been quite pronounced. 


Chart 3 

Business Pullback in C&I Funded Activities is 
Unprecedented in Past 55 Years 



Year-year change in nonfinancial twsine^ investment and trade recei>«bles 
Quarterly annualized change in nonfarm business inventories 
2009 dollars, billions 

Nonfinancial business trade receivables 
— Nonresidential fixed inwstn^nt 
Nortfarm inventories 


Sources: federal Reserve, Bureau of Data are innation adjusted using GDP deflator. 2009 observation 

Economic Analysis for trade receivabtes is YTD average through 3Q. 


These three activities are the predominant drivers of commercial loan demand, and 
help to explain the abrupt decline in C&I lending by national banks during 2009, In addition, 
many larger companies have taken steps to strengthen their own balance sheets and lock in 
low funding costs by replacing short-term bank borrowings with longer-term corporate bonds, 
thereby tending to further reduce the overall demand for traditional bank loans. 

Similar factors are evident in commercial real estate lending, as major segments of the 
income producing commercial real estate sector have experienced rising vacancy rates, falling 
rental rates, and weak sales. Likewise, demand for residential construction loans has 
weakened substantially due to the considerable overhang of housing supply. 
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Weak sales and uncertainty about the economy are also factors affecting small 
business tending. Reports issued by the National Federation of Independent Business 
Research Foundation (NFIB) over the past two years have consistently indicated that 
underlying business conditions, rather than access to credit, is the primary problem facing 
many small business owners. For example, the percentage of respondents that have reported 
“finance” as their number one business problem has held remarkably steady over the past two 
years, at only two to six percent.* In its most recent report, released this week, the NFIB 
reported that only five percent of small business owners reported financing as their top 
business problem, whereas 3 1 percent cited poor sales. This is in contrast to pre- 1 983 when 
as many as 37 percent cited financing and interest rates as their top problem. The report 
further states “[HJistorically weak plans to make capital expenditures, to add to inventory and 
expand operations also make it clear that many potentially good borrowers are simply on the 
sidelines,” and that while 1 1 percent of owners reported that their borrowing needs were not 
satisfied (up three percent from December), the remaining 89 percent “either obtained the 
credit they wanted or were not interested in borrowing.”’ 

Similarly, more cautious consumers are contributing both to the lack of loan demand 
by commercial borrowers and to the slowdown in overall consumer loans. Households arc 
saving more and spending less (see Chart 4), and many have taken steps to reduce their use of 
debt. High unemployment and the general uncertainty about the economy have also taken a 
toll, as reduced spending has led to lower levels of revolving credit use (see Chart 5), both for 
borrowers who pay off their balances in full every month, as well as for those who regularly 
cany a balance. 


* See for example, NFIB Small Business Economic Trends Monthly Report, February 2010, pages 2 and 18. 
^ NFIB Small Business Economic Trends, Monthly Report, February 2010, page 2. 
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All of these indicators of loan demand gibe with what wc hear consistently from 
bankers: demand from creditworthy borrowers continues to be weak. As previously noted, 
these reports mirror the findings of the Federal Reserve Board’s latest Senior Loan Officer 
Survey. Indeed, in response to a survey question about the number of inquiries from potential 
business borrowers for new credit or increases in existing credit lines, only 12.7 percent of the 
banks reported seeing any increase, with roughly twice that many reporting a moderate or 
substantial decline in the number of inquiries from potential borrowers.'” 


Chart 4 

Consumers' Increased Saving Means Less 
Spending and Use of Consumer Debt 
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See: The Federal Reserve Board, “The January 2010 Senior Loan Officer Opinion Survey.” 
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Chart 5 

Weak Labor Market Weighing on Persona! 
Spending and Revolving Credit Use 


Unemployment rate Revolving credit balances outstanding 

Percent ^ billions 



Sources: F-Merai Reserve (G.I9X 
Bureau Of Labor Statistics 


Revolving oedil data utrougri Oec 2i!io4; unemploytneni Oau ttvougb ian i6ii) 


B. Supply Factors 

Reduced loan demand has not been the only contributor to reduced bank lending, 
however. Banks have also reduced the supply of credit through tightened underwriting 
standards. 

In response to deteriorating credit and economic conditions, many bankers have 
become more risk averse and selective in their lending. Many borrowers that may have been 
able to make debt payments when the economy was expanding now face constrained income, 
cash flow, and debt service capacity that limits their ability to take on additional debt and, in 
some cases, to meet existing debt obligations (see Chart 2). Faced with a riskier pool of 
current and potential borrowers, some bankers have elected to reduce their risk exposures. 
They have also taken steps to reduce excessive concentrations that built up during boom 
conditions, particularly with respect to commercial real estate. As reflected in the OCC’s 
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annual underwriting surveys of national bank examiners and the Federal Reserve Board’s 
quarterly senior loan officer surveys, both national banks and commercial banks more 
generally have tightened their underwriting standards over the past two years.' ' Our 2010 
survey is underway, but we expect that we will see similar trends to those found in the Federal 
Reserve’s most recent Senior Loan Officer Survey, i.e., that for many, but not all, types of 
loans, much of the adjustment in underwriting standards has been made. 

As would be expected, evidence shows that the more stringent underwriting standards 
are having an adverse effect on small businesses’ ability to access bank credit. For example, 
the previously mentioned NFIB surveys indicate that some regular borrowers (those accessing 
capital markets at least once a quarter) continue to report difficulties in arranging credit, with 
a net 14 percent (down one point from December) reporting that loans are harder to get than 
in their last attempt.'^ The NFIB reports that while this is the highest frequency since 1983, 
“this is not nearly as severe as the financial distress reported in the pre-1983 period.”'^ Part 
of this difficulty may stem from the increased risk in some small business credits. According 
to the Federal Reserve’s most recent Senior Loan Officer Survey, nearly 65 percent of 
surveyed domestic banks indicated that at the end of the fourth quarter of 2009, the 
delinquency rate on their outstanding loans to small firms was higher than the rate on 
outstanding loans to large and middle market firms.'*’ 

With the significant increase in non-performing and delinquent loans, many bankers 
have shifted substantial resources from loan generation to working with troubled borrowers. 

In addition, banks struggling with serious asset quality issues are less likely to have the 

" See for example, OCC’s Survey of Credit Underwriting Practices, 2007 and 2008, available at: 
http://www.occ.gOv/cusurvey/2008UndenvritmgSurvey.pdf and 
http://www.occ.gOv/cusurvey/2009UnderwritingSurvey-pdf. 

NFIB, February, 2010, page 2. 

NFIB, January 2010, page 2. 

Federal Reserve Board, January 2010 Senior Loan Officer Opinion Survey, page 9. 
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capacity to be strong lenders. In fact, among national banks with less than $10 billion in 
assets, those with a lower percentage of noncurrent loans'* - specifically, the 937 with a 
noncurrent loan ratio below three percent of total loans at the end of 2009 - actually expanded 
their lending as a group during the year. In contrast, total loans at the 406 national banks with 
higher noncurrent loans ratios fell by 1 0 percent during 2009. 

In general, we believe banks’ stronger underwriting standards reflect a return to more 
prudent practices. But these changes have affected the ability of some borrowers to obtain 
credit. In many cases, riskier borrowers will be required to have higher down payments for 
home mortgages, have more cash equity in a project, provide additional collateral, or face 
additional loan covenants. Rather than cut off credit to commercial borrowers who are facing 
strains, some national banks are expanding their asset-backed lending programs. These 
programs allow companies to use their inventories and accounts receivable as collateral to 
obtain credit, although at higher rates of interest. Because this type of lending entails more 
risk, it tends to be very resource intensive and requires strong internal controls and frequent 
contact with borrowers. 

While much of the tightened underwriting that banks have engaged in to respond to 
recent market developments and asset quality problems is appropriate and to be expected, it is 
also very possible that in some cases they have overreacted. With the uncertainties banks 
have faced in the severe downturn and stressed financial markets, some may have become too 
conservative and denied credit to truly creditworthy borrowers. And some may also have 
tightened too much in response to supervisory actions that they perceive to be inappropriate - 
a serious concern addressed in the next section of the testimony. 

Noncurrent loans are loans that are 90 days or more due or are on nonaccrual. 

These figures are based on a set of national banks with assets under SIO billion, excluding trust and credit card 
banks, that is “held-constanf ' to adjust for the effects of entry, exit, and mergers and excludes banks in operation 
less than three years. 
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The natural counterweight to excessive conservatism is that bankers have a strong 
self-interest in making loans, because lending is the core of the commercial banking business 
and the main source of income for most banks. Over the past 25 years, loan income has 
accounted for about 60 percent of gross revenue at national banks; this share is even higher 
for smaller banks that do not generate significant non-interest income.” If banks don’t make 
loans, they forego their primary source of profitability. And indeed, most national banks are 
extending credit and making new loans, just not at the pace or level that preceded the 
economic downturn.** 

Bankers also recognize an obligation to meet the credit needs of their communities and 
customers. In this regard, a number of the largest national banks have recently made public 
commitments to increase their lending to small- and medium-size businesses. This includes a 
pledge to increase lending by $5 billion by Bank of America, and by up to $4 billion by 
.TPMorgan Chase. Similarly, Wells Fargo has indicated that it will increase its new loan 
originations to small business by 25 percent. 

In summary, we have been in a phase of the credit cycle where many businesses, 
consumers, and lenders took steps to repair their balance sheets, reduce their leverage, and 
rein in excesses that built up during the last credit cycle. Restoration of bank lending to more 
normal levels will require adjustments to a variety of supply and demand factors and 
ultimately hinges on improvements to the underlying economy and renewed confidence by 
businesses, consumers, and bankers. In some sectors, most notably C&I lending, such a 


” Although capital markets activities are an important source of revenue for a few of the very largest national 
banks, trading and investment banking fees have accounted for less than five percent of gross revenue for the 
national banking system since 2000. 

'* For example, the February 2010 Monthly Lending and Intermediation Snapshot report for the 1 1 largest TARP 
recipients indicates that total monthly loan originations by these institutions was 17 percent higher in December 
2009 than had been the ca.se one year earlier. During this twelve-month period, loan originations and loan 
renewals by the largest national banking organizations included in the report (Bank of America, Citigroup, PNC 
Financial Services Group, Key Corp, and Wells Fargo) totaled SI .9 trillion. This data is not merger adjusted. 
See: “Monthly Lending and Intermediation Snapshot,” February 16, 2010. 
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rebound could occur relatively quickly as firms start to replenish their inventories. For other 
sectors, most notably construction and commercial real estate, the recovery will likely be 
more prolonged, and may not occur until lease rates and cash flows stabilize. 

IV. Role of Regulators in Fostering Credit Availability 

One of our primary goals as a bank supervisor is to ensure that national banks will 
have the balance sheet capacity and financial strength to meet renewed increases in loan 
demand. Over the past two years, we have directed national banks to strengthen their capital 
and loan loss reserves, to recognize and deal with their asset quality problems at an early 
stage, and to address risk management and underwriting weaknesses. A key objective of our 
directives is to provide a strong foundation within the national banking system to support 
renewed economic growth. Net capital levels in the national banking system have increased 
by roughly $141 billion over the last two years, and net increases to loan loss reserves have 
exceeded $97 billion. While additional reserves may still be needed by some banks as they 
work through their asset quality problems, we believe the increases in capital and reserves that 
have occurred have greatly strengthened the capacity of the national banking system. 

Some have questioned whether our actions have become a further impediment to 
banks’ ability or willingness to lend. We are acutely aware that our actions - both on the 
policy side in Washington and in the field through our on-site examinations - can and do 
influence banks’ behavior and their appetite for taking risk. We also have heard complaints 
that overzealous regulators and examiners are exacerbating the contraction of credit. Given 
these concerns, I want to more fully explain our approach to supervision; steps we have taken 
to ensure we maintain a fair and balanced approach; and mechanisms we have in place when a 
banker may disagree with our examination findings. I then will explain in some detail the role 
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of examiners in evaluating credit and, finally, actions that we are taking to facilitate and 
encourage small business lending. 

A . OCC 's A pproach to Balanced Supervision 

One of the lessons we learned from the early 1990s was the detrimental effect of 
waiting too long to warn the industry about excesses building up in the system, resulting in 
bankers and examiners slamming on the brakes too hard when the economy experienced 
problems. We also learned that it is critical that our expectations for bankers be clear and 
consistent, that the “rules of the game” under which banks operate not be changed abruptly, 
and that changes in regulatory policies are made in an open and transparent manner that 
provide bankers with reasonable timeframes to make necessary adjustments. 

Throughout this credit cycle, we have strived to take a balanced and measured 
approach in our supervision, alerting banks as early as September 2003 when we started to see 
signs of increasing risk embedded in their loan portfolios. These alerts were followed by 
more specific and targeted supervisory guidance and on-site examinations. We conducted 
numerous outreach sessions with bankers and bank directors to discuss our concerns and 
outline our expectations. Our goal in taking these actions was to ensure that bankers 
recognized potential problems at an early stage so that they could take steps to mitigate 
potential risks that were building up in banks’ portfolios. 

Equally important are the steps we take with examiners to ensure that they understand 
and apply our policies in a consistent manner across the country. While our examination 
force maintains a local presence in the communities national banks serve, our examination 
policies and emphasis are established and coordinated on a national level. Our examiners are 
alerted to new policy issuances via weekly updates. When warranted, we supplement these 
issuances with targeted supervisory memos that provide additional direction on how 
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examiners should implement those policies or guidelines on a consistent basis across the 
country. The messages are reinforced and clarified through periodic national teleconferences 
that our senior management team in Washington holds with our field staff In addition, we 
have national commercial and retail credit committees that bring together field examiners and 
policy staff to exchange information, discuss emerging issues, and promote consistency in the 
application of examination policies. 

We also have various mechanisms in place to help ensure consistency in our 
examination findings and any attendant supervisory actions. For example, each report of 
examination is reviewed and signed off by the applicable deputy comptroller or assistant 
deputy comptroller before it is finalized. Supervisory enforcement actions are reviewed by 
district and, for certain cases, headquarters supervisory review committees. We have quality 
assurance processes that assess the effectiveness of our supervision and compliance with OCC 
policies and procedures. These reviews are augmented by independent oversight conducted 
by the OCC’s Enterprise Governance unit. 

Because bank examination requires judgment, there will be instances when reasonable 
minds may differ on certain conclusions drawn from examination activities, or where there 
are additional facts and circumstances that a banker believes were not given full 
consideration. I and ray management team have stressed a policy of open communication 
with bankers. I encourage any banker that has concerns about a particular examination 
finding to raise those concerns with his or her examination team and with the district 
management team that oversees the bank. Our assistant deputy comptrollers and deputy 
comptrollers expect and encourage such inquiries. Should a banker not want to pursue those 
chains of communication, we have an independent Ombudsman’s office that bankers may use 
to appeal a supervisory action or decision. In addition to receiving formal complaints or 
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appeals, the Ombudsman’s office provides bankers with an impartial ear to hear complaints, 
and a mechanism to facilitate the resolution of disputes with our supervisory staff 
B. OCC 's Examination Messages and Actions 

As we work through this stage of the credit cycle, our messages to examiners continue 
to be these: Take a balanced approach; communicate concerns and expectations clearly and 
consistently; provide bankers reasonable time to document and correct credit risk 
management weaknesses; and encourage bankers to work with troubled borrowers in a 
prudent manner and to extend new credit to creditworthy borrowers. This does not mean that 
examiners are giving bankers a “free pass” to ignore or delay recognition of their credit 
problems. If a banker docs not or cannot identify and take appropriate action to manage the 
risks in the bank’s credit portfolio, examiners will direct bank management to take corrective 
action. At some institutions where bank management has not sufficiently identified or 
addressed their loan problems, our reviews may result in a bank needing to make additional 
loan loss provisions; to charge off loans that are deemed loss; or to place loans on nonaccrual 
where full collection of principal and interest is in doubt. Similarly, some banks may be 
directed to strengthen their credit underwriting or risk identification and management 
practices. 

With this background, let me address some of the specific concerns and allegations I 
have heard about examiners’ actions. 

■ Examiners are barring loans to certain borrowers or industries, or are criticizing loans 
simply because they are located in a state with a high mortgage foreclosure rate or to an 
industry experiencing problems. 

Deciding which borrowers or businesses a bank should lend money to is not part of 
our examination process, provided the business is lawful and the bank is meeting the credit 
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needs of its communities. We do expect banks to have robust credit underwriting and risk 
management processes, which among other things, monitor and control the bank’s overall 
c.Kposurc to a particular borrower and industry segment. We also expect bankers to assess 
how borrowers and industries may perform in stressed economic environments to ensure that 
they will continue to have the capacity to perform under the terms of their loan obligations. 
However, examiners do not criticize loans simply because a borrower is located in a certain 
geographic region or operates in a certain industry. Each loan must be evaluated based on its 
own structure, terms, and the borrower’s willingness and ability to repay the loan under 
reasonable terms. Market conditions, however, can influence a borrower’s repayment 
prospects and the cash flow potential of the business operations or underlying collateral, and 
these are faetors that we expect bank management to consider when evaluating a loan. 

When bankers say that the examiners arc telling them not to extend credit to certain 
borrowers or businesses, what they often mean is that the examiners are “classifying” certain 
loans. When a borrower’s ability to repay its loan deteriorates or becomes impaired, we 
expect the bank to “classify” the loan to recognize the increased risk. This means that they 
move the borrower from a “pass” designation into one of four other categories, ranging from a 
potential problem to a more serious actual one. Loans falling into one of these categories 
generally require more rigorous loan review and administration. Although some bankers may 
infer that they are no longer allowed to extend credit to those borrowers, this is simply not the 
OCC’s position. We expect and, in fact, encourage bankers to continue working with 
“classified” borrowers who are viable. An increase in classified loans does not automatically 
trigger supervisory action - we expect banks to have higher classified loan ratios during 
economic downturns - provided that bank management is being realistic in its assessments. 
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has reasonable workout plans, and is maintaining adequate loan loss reserves and capital 
ratios. 

• Examiners are classifying loans to borrowers that are current and can meet their debt 
obligation — what has sometimes been referred to as "performing non-performing” loans. 

The OCC does not direct banks to classify bonowcrs that have the demonstrated 
ability to service their debts under reasonable payment schedules. There are instances, 
however, where liberal underwriting structures can mask credit weaknesses that jeopardize 
repayment of the loan. A common example in today’s environment is bank-funded interest 
reserves on CRE projects where expected leases or sales have not occurred as projected and 
property values have declined. In these cases, examiners will not just accept that the loan is 
good quality because it is current; instead, they will also evaluate the borrower’s ability to 
make future payments required by the terms of the loan. The agencies’ October 2009 policy 
statement on CRE loan workouts addresses these situations and provides examples of when 
classification would and would not be appropriate. 

• Examiners are criticizing loans or borrowers simply because the current market value of 
their collateral has declined and are forcing bankers to write down loans to current 
distressed market values. 

Examiners will not classify or write down loans solely because the value of the 
underlying collateral has declined to an amount that is less than the loan balance - a point that 
we reiterated in the October 2009 CRE policy statement and the recent statement on small 
business lending. For many CRE projects, however, the value of the collateral and the 
repayment of the loan are both dependent on the cash flows that the underlying project is 
expected to generate. Because of this linkage, current collateral values can be an important 
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indicator of the project’s viability and can signal adverse changes that will adversely affect 
the cash flow available to service or repay the loan. 

In making loan classification or write-down decisions, examiners first focus on the 
adequacy of cash flow available to service the debt, including cash flow from the operation of 
the collateral, support from financially responsible guarantors, or other bona fide repayment 
sources. However, if these sources do not exist, and the only likely repayment source is sale 
of the collateral, then, consistent with generally accepted accounting principles (GAAP), 
examiners will direct the bank to write down the loan balances to the value of the collateral, 
less costs to sell. In applying the concepts of market value (a valuation concept with a 
foundation in appraisals) and fair value (an accounting valuation concept), we follow the 
standards set forth in GAAP and appraisal regulations. These standards direct that these 
values should reflect the probable price expected to be received if the property were to be 
exposed to sale in the current market for a time to allow for typical marketing efforts. Thus, 
these valuations are expected to reflect the overall state of current market conditions and not 
simply ignore them or assume them away. 

• Examiners are unduly overreaching and are second guessing bankers and professional 
independent appraisers. 

One of the areas of greatest controversy during the last significant real estate downturn 
was the practice of examiners making adjustments to real estate appraisals. We have taken 
steps to minimize the need for such adjustments during the current cycle. In 2008, in a 
nationwide teleconference and supervisory memo, we reiterated to examiners that it is 
management’s responsibility to have updated borrower information and current real estate 
appraisals. We also noted that a new appraisal may not be necessary in instances where an 
internal evaluation by the bank appropriately updates the original appraisal assumptions to 
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reflect current market conditions and provides an estimate of the collateral’s fair value for 
impairment analysis. As noted in the October 2009 CRE policy statement, appropriately 
supported assumptions are to be given a reasonable degree of deference by examiners. 
Provided that the appraisal is reasonable, our examiners will not make adjustments or apply 
an additional haircut to the collateral. 

• Examiners are arbitrarily applying de facto higher regulatory capital requirements, 
constraining banks ’ ability to lend. 

In anticipation of rising credit losses, over the last two years the OCC has urged banks 
to build loan loss reserves and strengthen capital. It is our longstanding policy that the 
regulatory capital levels are minimums, and that some banks may need to hold higher capital 
levels to adjust for risks such as significant credit concentrations. Indeed, if a bank simply 
maintained its capital at the minimum level defined by regulation and then incurred 
unexpected losses, the resulting decline in its capital ratios would immediately trigger the 
provisions of Prompt Corrective Action that would constrain the bank’s activities. Thus, there 
are instances where we have directed, and will direct, bank management to maintain higher 
capital buffers if they choose to have significant risk concentrations. Such decisions, 
however, are not made unilaterally by a field examiner. Any such directive is reviewed and 
approved by our district supervision management teams. 

C. Facilitating Small Business Lending 

The OCC recognizes the vital role that small and medium size businesses play in our 
nation’s economy and the need for these businesses to have access to credit. We have 
therefore taken a number of steps to encourage lending to these businesses. For example, as 
previously noted, on February 5, 2010, we and the other financial regulators issued a 
statement reinforcing the importance of small business lending to the economy. In addition. 
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the number and dollar volume of loans to small businesses, particularly those with annual 
revenues of less than $1 million, are considerations in our evaluations of a national bank’s 
performance under the Community Reinvestment Act (CRA). And through our Community 
Development Investment newsletter and Community Development Insights reports, we have 
highlighted opportunities for national banks to provide credit to small businesses; for 
example, our Fall 2008 edition of the Community Development Investment letter illustrated 
various ways multi-bank community development corporations have collaborated to provide 
financing to small businesses.'^ 

We actively encourage national banks to participate in various government programs 
that are designed to support small business lending. The SBA loan guarantee program is one 
of the best known of these programs. Last fall we convened a meeting with bankers who are 
active small business lenders and representatives from Treasury to discuss ways that SBA 
programs could be enhanced. A number of the recommendations that bankers made for 
enhancing these programs were addressed in the American Recovery and Reinvestment Act 
of 2009. These included eliminating and reducing fees for borrowers on 7(a) loans and 
lenders on 504 loans, and raising the guarantee on 7(a) loans. Late last year we sponsored a 
national telephone seminar in partnership with the SBA to promote bank participation in these 
two flagship programs and to alert bankers to these important program changes. Based on 
feedback we have heard from examiners and bankers, these changes have been well received. 

To enhance our ability to monitor credit conditions facing small businesses, effective 
March 31, 2010, the OCC and other federal banking agencies will be requiring banks to report 
small business loan data on a quarterly, rather than an annual, basis in the Call Reports that 
each bank must file. In addition, the agencies will begin collecting data on unused credit card 

A copy of this report can be accessed at http://occ.gov/cdd/resotirce.htm . 


27 



187 


lines in two separate components: unused consumer credit card lines and other unused credit 
card lines that include businesses and other entities. This information will allow us to better 
monitor credit flows in this important sector. 

V, Conclusion 

The OCC is acutely aware of the pivotal role that bank credit plays in the health of our 
nation’s economy, and we are encouraging bankers to make loans to creditworthy borrowers. 
As I have described, there are a variety of forces that have made businesses, consumers, and 
bankers more cautious and that have contributed to a slowdown in lending. While many of 
these are beyond the direct control or influence of bank supervisors, it is incumbent upon us to 
ensure that supervisory policies and actions do not inadvertently curtail the availability of 
credit to sound borrowers. We are committed to do just that. We have and will continue to 
take steps to ensure that our policies are clear, and our supervision balanced and fair. 
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Chairman Frank, Chairwoman Velazquez, Ranking Member Bachus, Ranking Member 
Graves, committee members, thank you for the invitation to today’s joint committee hearing to 
discuss the availability of credit to small businesses as well as the steps being taken to help 
ensure that the credit needs of creditworthy borrowers are met. As you are well aware, the 
Federal Reserve has taken significant steps to improve financial market conditions, and has 
worked with the Treasury and bank and thrift supervisors to strengthen U.S. banking 
organizations. We remain attentive to the need for banks to remain in sound financial condition 
and to continue to lend prudently to creditworthy borrowers. Loans to small businesses are 
especially vital to our economy, as they employ nearly 40 percent of the private sector 
workforce. 

First, 1 will discuss the overall state of small business lending and address the causes of 
reduced lending to small businesses. I will then discuss the improving prospects for small 
business lending in 2010, key preconditions of which include a sustainable economic recovery, 
financial stability, and the overall safety and soundness of the banking system. Finally, I will 
discuss measures taken by the Federal Reserve, including recent guidance issued in cooperation 
with other bank regulators, to ensure that supervisory policies do not impede credit availability 
for creditworthy borrowers. 

The State of Small Business Lending 

While conditions in financial markets continue to improve, access to credit remains 
difficult for many small businesses that largely depend on banks for credit. Lending by 
commercial banks dropped precipitously in 2009. With the exception of consumer lending in the 
early part of the year, lending of all types declined. Between June 30, 2008, and June 30, 2009, 
outstanding small loans to businesses and farms declined by more than $14 billion, a reduction of 
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nearly 2 percent. Commercial and industrial (C&I) loans, including loans to small businesses, 
fell particularly rapidly, declining by double-digit percentages during 2009. ' Commercial real 
estate (CRE) and credit card lending, categories that include loans to small businesses, also fell 
throughout the year. 

Notably, the contraction in lending has been less severe at smaller banks, which tend to 
cater to small businesses. For example, banks with less than $10 billion in total assets reduced 
their business loans (including C&I and CRE loans) at about a 12.8 percent annual rate in the 
fourth quarter of 2009, while at larger banks business loans dropped at a pace of more than 20 
percent. Although the pattern of reduced lending differed across banks, in aggregate, banks of 
all sizes have reduced their business loan portfolios. This development is especially problematic 
for small businesses, given that they typically lack access to public capital markets. 

The terms of the small business loans that are being made also have tightened 
considerably since the beginning of the recession. Responses to the Federal Reserve’s Senior 
Loan Officer Opinion Survey on Bank Lending Practices (SLOOS) indicate that banks, on net, 
have significantly tightened credit standards on C&l loans to small firms over the past few years. 
In addition, the pricing of C&I loans to small businesses became more stringent last year. Data 
from the Federal Reserve’s Survey of Terms of Business Lending show that interest rate spreads 
on loans between $100,000 and $1,000,000 increased by about 100 basis points during 2009, 
reaching their highest levels in more than a decade. However, pricing for large loans has 
tightened as well, with spreads on loans from $10 million to $25 million also increasing about 
100 basis points in 2009. 


' The most recent data from the Federal Reserve’s Flow of Funds report indicate that, for example, C&I lending by 
commercial banks declined by about 24 percent. Declines for other categories of lending in the same period were 
about 9 percent for commercial real estate and residential real estate, and 5 percent for consumer lending. 
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The Causes of Reduced Lending to Small Businesses 

Numerous factors have contributed to the reduced lending to small businesses. For 
instance, for most commercial banks, the quality of existing loan portfolios continues to 
deteriorate even as levels of delinquent and nonperforming loans remain on the rise. Throughout 
2009, loan quality deteriorated significantly for both large and small banks, and the latest data 
from the fourth quarter indicate continuing elevated loss rates across all loan categories. 
Anecdotal information suggests that, while consumer delinquencies may be close to peaking, 
other types of lending such as CRE and small business lending arc likely to see delinquencies 
and charge-offs continue to rise for some time to come. In response to a special question in the 
January SLOOS, a large net fraction of banks reported that the credit quality of their existing 
C&I loans to small firms was worse than that for their loans to larger firms in the fourth quarter. 
In addition, respondents did not, on net, anticipate an improvement in the performance of their 
small loan portfolio over the next year. Accordingly, banks have reduced existing lines of credit 
sharply and tightened their standards and terms for new credit. While some businesses are being 
denied credit due to a recent history of payment problems, even businesses with excellent 
payment records may find credit restricted or unavailable due to weakened balance sheets, 
reduced revenues or falling real estate collateral values. Further, businesses that qualified for 
credit under more accommodative conditions may not meet new tighter standards. Credit 
conditions may be particularly tight for small businesses because their finances are, in many 
instances, very closely intertwined with the personal finances of their owners. Data from the 
Federal Reserve’s 2007 Survey of Consumer Finances showed that approximately 
1 1 percent of households own and actively manage a small business.^ Of these households, 

■ “Changes in U.S. Family Finances from 2004 to 2007: Evidence from the Survey of Consumer Finances,” Federal 
Reserx’e Bullelin, February 2009, page A35. 
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about 1 8 percent used personal assets to guarantee or collateralize loans for their businesses and 
a similar fraction made at least one loan to the business. Thus, the condition of household net 
worth is often relevant to the ability of some small businesses to obtain credit. With declines in 
house prices since 2006 and consequent weakened household balance sheets, the ability of many 
small business owners to borrow has likely been impaired. 

Despite general improvements in financial market conditions and in bank stock prices 
and earnings during the second half of 2009, lending is likely inhibited by various problems 
afflicting many banks, both large and small. Banks with capital positions that have been eroded 
by losses or those with limited access to capital markets may be reducing risky assets to improve 
their capital positions, especially amid continued uncertainty about the economic outlook and 
possible future loan losses. Indeed, with the number of problem banks having risen to 702 
institutions with $402.8 billion in assets, many firms are capital constrained and may be unable 
to increase lending. And, even though deposits are now plentiful, some banks have funding 
concerns. Bank funding markets were badly impaired for a time, and some banks have 
accordingly decided to hold larger buffers of liquid assets than before. A number of other factors 
are also likely in play. Higher deposit insurance assessments increase funding costs. Some 
securitization markets remain impaired, reducing an important source of funding for bank loans. 
Finally, changes to accounting rules, beginning in 2010, will require many banks to move a large 
volume of securitized assets back onto their balance sheets, perhaps putting further pressure on 
bank capital. 

During the financial crisis, a number of lending relationships have been severed as 
individual banks sought to reduce loan portfolios, or concentrations within those portfolios, or as 
banks failed or merged. Established banking relationships are particularly important to small 
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businesses, who generally do not have access to the broader capital markets and for whom credit 
extension is often based on private information acquired through repeated interactions over time. 
When existing lending relationships are broken, time may be required for other banks to 
establish and build such relationships, allowing lending to resume. 

Some banks may be overly conservative in their small business lending because of 
concerns that they will be subject to criticism from their examiners. While prudence is 
warranted in all bank lending, especially in an uncertain economic environment, some potentially 
profitable loans to creditworthy small businesses may have been lost because of these concerns, 
particularly on the part of small banks. Indeed, there may be instances in which individual 
examiners have criticized small business loans in an overly reflexive fashion. As I will discuss 
later in my testimony, the Federal Reserve has worked with other bank and thrift supervisors to 
ensure that supervisory policy does not unnecessarily constrain credit to creditworthy borrowers. 

The reduction in the availability of credit, however, is not the whole story. There is also 
less demand for credit. The most severe economic downturn since the Depression, resulting in 
high levels of unemployment and following significant increases in personal debt levels during 
the past decade, has suppressed demand for goods and services produced by all businesses, 
including smaller firms. Many businesses are, in turn, reluctant to make new investments until 
they are confident that consumer demand will continue to strengthen. Business inventories, a 
key component of gross domestic product over the business cycle, unexpectedly declined 0.2 
percent in December after rising by a revised 0.5 percent in November. It is notable that banks 
report utilization rates of existing lines of credit to be at historic lows, despite the fact that, in 
many cases, this credit is already approved and generally priced attractively. 
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According to recent surveys conducted by the National Federation of Independent 
Businesses (NFIB), financing conditions continued to be ranked as the top business concern by 
only a modest fraction (less than 5 percent) of small businesses; in contrast, about one-third of 
respondents cited poor sales as their most important problem. Commercial bank responses to the 
SLOOS continue to indicate reduced demand for loans from small businesses. Similarly, a poll 
conducted by the Independent Community Bankers of America on January 8 revealed that a lack 
of loan demand was the factor most frequently cited by member institutions as constraining small 
business lending. 

Improving Prospects for Small Business Lending in 2010 

Improvement in a number of the conditions that depressed lending in 2009, however, lead 
me to be somewhat optimistic that wc may begin to sec an increase in bank loans later this year. 
First, economic conditions, the most important determinant in the demand for, and availability 
of, small business lending, have improved considerably since the early and middle part of last 
year. In particular, spending by businesses and households appears to have gained some 
momentum. However, unemployment remains high, and concerns about the pace of job creation 
this year may restrain the consumer spending that is essential to overall business confidence. 
Encouragingly, financial market conditions have become more supportive of economic growth, 
with notable declines in many risk spreads, some resumption of securitization activity, and a 
rebound of equity prices since their market low in early 2009. 

While financing conditions certainly remain tight for many small businesses, conditions 
would be considerably worse were it not for the action taken by the Federal Reserve and other 
government agencies in response to the financial crisis. Beginning in September 2007, the 
Federal Reserve sharply reduced its target for the federal funds rate, which influences interest 
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rates throughout the economy, and since December 2008, the target has been near zero. To 
improve mortgage market functioning and support housing markets and economic activity more 
broadly, the Federal Reserve has purchased large amounts of debt and mortgage-backed 
securities issued by Fannie Mae, Freddie Mac, and Ginnic Mac in addition to purchasing long- 
term Treasury securities to help improve conditions in private credit markets. 

In the context of the enormous stress in many markets that characterized the financial 
crisis, the Federal Reserve also established new lending facilities and expanded existing facilities 
to respond to the unusual absence of liquidity in important markets and thereby enhanced the 
flow of credit to businesses and households. In particular, the Federal Reserve has provided 
support to securitization markets, which had been an important source of funding for loans to 
households and businesses. Securitization markets (other than those for mortgages guaranteed 
by the government or government-sponsored enterprises) essentially shut down in mid-2008. In 
response, the Federal Reserve, with the support of the Treasury Department, developed the Term 
Asset-Backed Securities Loan Facility (TALF). The TALF promotes the issuance of securities 
backed by loans to households and small businesses, including auto loans, credit card loans, 
student loans, and loans guaranteed by the Small Business Administration (SBA). In 2009, the 
program was broadened to allow investors to use the TALF to finance both existing and newly 
issued commercial mortgage-backed securities (CMBS). 

The TALF helped restart securitization markets and increase the availability of credit to 
small businesses and consumers. To date, the TALF program has helped finance 480,000 loans 
to small businesses, 2.6 million auto loans, 876,000 student loans, more than 100 million credit 
card accounts, and 100,000 loans to larger businesses. Included among those business loans are 
4,900 loans to auto dealers to help finance their inventories. About half of the SBA securities 
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issued in recent months-corresponding to roughly $250 million in loans a month--were sold to 
investors that financed the acquisitions in part with TALF loans. In an encouraging sign, rate 
spreads for asset-backed securities (ABS) have declined significantly, and a substantial amount 
of ABS are now being brought to market and purchased by investors without TALF financing. 
Thus, the TALF and other Federal Reserve programs provided critical liquidity support to the 
economy until the financial system stabilized. With the extraordinary stress on liquidity in many 
markets having abated, many of these programs either have been or are scheduled to be wound 
down, 

A second reason to expect some improvement in credit conditions for small businesses is 
that bank attitudes toward lending, including small business lending, may be shifting. The 
January SLOOS showed that bank tightening of credit standards for small business C&I lending 
appeared to be nearing an end with similar numbers of banks reporting tightening and easing of 
their lending standards. 

There is also some tentative, anecdotal evidence that many bankers may be devoting 
considerably more energy toward extending new loans in 201 0, as contrasted with their 
overwhelming preoccupation in 2009 with collecting on or writing down loans already on their 
books. With respect to small business lending in particular, some banks have instituted so-called 
“second look” programs that— as the name implies— involve a reconsideration of loan applications 
that would not be pursued based on a credit scoring model alone. Some banks are also 
increasing lending through the use of SBA guarantees. Finally, the more noticeable 
improvement that has already taken place in credit conditions for larger companies should, to 
some degree, pass through in the form of trade credit to the smaller suppliers or distributors for 
the larger firms. 
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Sfill, as with improvement in macroeconomic conditions, the impact of the turnaround in 
bank attitudes and strategies will likely be gradual. As noted earlier, the January SLOOS also 
revealed that the credit quality of loans to small firms in the fourth quarter of 2009 was worse 
than for loans to larger firms, so many banks may move cautiously in making new loans. 
Additional Steps to Meet the Needs of Creditworthy Small Business Borrowers 

Despite these prospects for improvement, credit conditions for many small businesses are 
likely to remain challenging this year. That is why the Federal Reserve has been placing 
particular emphasis on ensuring that its supervision and examination policies do not 
inadvertently impede sound small business lending. If financial institutions retreat from sound 
lending opportunities because of concerns about criticism from their examiners, their long-term 
interests and those of small businesses and the economy in general could be negatively affected, 
as businesses are unable to maintain or expand payrolls or to make otherwise profitable and 
productive investments. 

On February 5, the banking agencies issued guidance to examiners that reinforced a 
simple message-institutions should strive to meet the credit needs of creditworthy small 
business borrowers, and the supervisory agencies will not hinder those efforts.^ For the reasons 
noted earlier, we recognize that the ongoing financial and economic stress has resulted in a 
decrease in credit availability, including loans to small businesses, and has prompted institutions 
to review their lending practices. Although current loss rates would indicate that a measure of 
tightening was appropriate and necessary, some institutions may have become overly cautious in 
their lending practices. Thus, while prudence must remain the watchword for both banks and 


^ Interagency Statement on Meeting the Credit Needs of Creditworthy Small Business Borrowers (February 20i0); 
http://www.federalreserve.gOv/newsevents/press/bcreg/20I00205a.htm 
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their supervisors, we do not want our examiners to take an overly mechanistic approach to 
evaluating small business lending. 

The Federal Reserve has directed examiners to be mindful of the effects of excessive 
credit tightening on the broader economy. As a general matter, we do not expect examiners to 
adversely classify loans based solely on a decline in collateral value where, for example, the 
borrower has stable revenue streams and thus the ability to repay the loan. Wc have 
implemented training for examiners and outreach to the banking industry to underscore this 
expectation. We are aware that bankers, as well as examiners, may become overly conservative 
in an attempt to ameliorate past weaknesses in lending practices, and are working to emphasize 
that it is in all parties’ best interests to continue making loans to creditworthy borrowers. 

The most recent guidance is the latest in a scries of actions taken by the Federal Reserve 
and the other banking agencies to support sound bank lending and the credit intermediation 
process. In an effort to encourage prudent CRE loan workouts, the Federal Reserve led the 
development of interagency guidance issued in October 2009 regarding CRE loan restructurings 
and workouts.'* That policy statement provides guidance for examiners and for financial 
institutions who are working with CRE borrowers experiencing diminished operating cash flows, 
depreciated collateral values, or prolonged delays in selling or renting commercial properties, 
particularly as the loans on those properties mature and need to be refinanced. The statement is 
especially relevant to small businesses because owner-occupied CRE often serves as collateral 
for small business loans. 

Prudent loan workouts are in the best interest of both financial institutions and borrowers, 
particularly during difficult economic conditions. Accordingly, the CRE policy statement details 

Interagency Policy Statement on CRE Loan Restructurings and Workouts (November 2009); 
http://www.federalreservc.gov/newsevents/press/bcTeg/20091030a.htm 
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risk-management practices for loan workouts that support prudent and pragmatic credit and 
business decision making within the framework of financial accuracy, transparency, and timely 
loss recognition. We hope that the detailed examples in that guidance will be of particular use to 
examiners, who themselves face the difficult task of assessing bank credit practices in this 
uncertain environment. 

Immediately after the release of the CRE guidance, the Federal Reserve conducted a 
System wide teleconference with examiners to underscore the importance of this new guidance 
and promote its consistent application in all regions. In conjunction with the other federal and 
state banking agencies. Federal Reserve staff has participated in a number of teleconferences 
with various industry groups to discuss the guidance, which have reached several thousand 
bankers to date. Examiner training and industry outreach will continue, and specific activities 
related to the guidance issued in early February targeting small businesses will augment existing 
examiner training. 

In January, the Federal Reserve launched a comprehensive Systemwide training initiative 
to further underscore our expectations regarding CRE. These initiatives themselves build off of 
guidance that the Federal Reserve and other federal banking agencies issued in November 2008 
to encourage banks to meet the needs of creditworthy borrowers— in a manner consistent with 
safety and soundness— and to take a balanced approach in assessing borrowers’ abilities to repay 
and to make realistic assessments of collateral valuations.* Achieving this balance will not 
always be easy. We certainly do not want to lay the seeds for future bank problems by 
encouraging or permitting imprudent lending today. That is why we have emphasized to both 

^ See Board of Governors of the Federal Reserve System, Federal Deposit insurance Corporation, Office of the 
Comptroller of the Currency, and Office of Thrift Supervision (2008), “Interagency Statement on Meeting the Needs 
of Creditworthy Borrowers,” joint press release, November 12, 

WWW. federalreserve.gov/newsevents/press/bcreg/2008 1 1 1 2a.htm. 



200 


- 12 - 

bankers and our examiners the importance of careful analysis of the circumstances of individual 
borrowers. 

While aggregate figures are useful to policymakers in assessing overall trends in the 
financial system, they do not tell the whole story. Determining whether supervisory policies and 
practices are appropriately balanced also requires a close examination of specific circumstances- 
for example, through evaluating particular loans that banks were discouraged from making. 
Ongoing outreach will thus be essential as the regulatory agencies and the industry continue to 
work through the many difficult issues brought about by the financial crisis. Members of the 
Board and senior supervisory staff have met with bankers, including community bankers, to 
elicit examples of supervisory policies or actions that bankers believe may have inhibited 
prudent lending and to discuss in detail some examples of the supervisory agencies’ responses to 
specific lending simations. It is important that we identify cases in which examiners may be too 
cautious and to further clarify our general guidance. It is equally important that we reinforce 
those cautious instincts where the circumstances of an application for credit indicate excessive 
risk. 

In addition to our outreach to banks and bank examiners, the Federal Reserve has 
conducted several forums in recent months to better understand the difficulties faced by small 
businesses. In mid-November, the Board and the Federal Reserve Bank of San Francisco, in 
conjunction with the SBA, held small business forums in San Francisco and Los Angeles. We 
are now conducting a scries of meetings on small business access to credit hosted by the Reserve 
Banks. The meetings will be followed by a capstone event at the Board of Governors. These 
forums examine the evolving difficulties faced by small businesses and will inform additional 
efforts to help this important sector. Meetings this week focused on minority entrepreneurship 
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and SBA lending. Some of these meetings will focus on a specific aspect of small business 
lending such as credit gaps with respect to small business credit products, types of financial 
institutions, or demographic groups (including minority borrowers). Others will employ a 
standard agenda in different parts of the country to ascertain regional differences in small 
business access to credit and support services. 

Finally, in your invitation letter you asked that we discuss actions taken by the 
Administration to assist small business owners. As you know, the Administration has 
undertaken a number of actions aimed at improving small businesses’ access to credit. Since the 
signing of the American Reinvestment and Recovery Act in February 2009, SBA 7(a) and 504 
loan volumes have increased quite substantially relative to the period immediately preceding the 
bill’s passage. Most recently, the Administration announced a small business lending initiative 
to provide low-cost capital to community banks that submit a plan to increase their small 
business lending and to Community Development Financial Institutions that serve the hardest-hit 
communities. A number of these small business lending initiatives are new, and their effects on 
small business lending cannot yet be measured. Nonetheless, a number of programs have been 
established to assist small businesses and the regulatory agencies recently issued guidance that 
strongly encourages banks to meet the needs of creditworthy borrowers. We will closely 
monitor credit conditions to consider whether additional measures may be needed to insure that 
the funding needs of qualified small businesses are met in the coming months. 
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Conclusion 

While financial market conditions have improved in the United States, the overall lending 
environment remains strained, and significant concerns have been raised about the availability of 
credit to small businesses. The Federal Reserve, in collaboration with the other banking 
agencies, has worked to ensure that the banking system remains safe and sound and is able to 
meet the credit needs of our economy. We also have aggressively pursued monetary policy 
actions and have provided liquidity to help restore stability to the financial system and support 
the flow of credit to households and businesses. 

It will take time for the banking industry to fully recover and to serve as a source of 
strength for the real economy. The Federal Reserve is committed to working with the other 
banking agencies and the Congress to promote the concurrent goals of fostering credit 
availability for creditworthy borrowers and ensuring a safe and sound banking system. 

Thank you again for your invitation to discuss these important issues at today’s hearing. 

I would be happy to answer any questions that you may have. 
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Thank you for inviting me to Washington to testify this morning. 

My name is Steve Gordon and it’s an honor to deliver this testimony before the people's Congress. I 
speak for millions of SMALL business owners who through the years have been the largest creator of 
jobs in our Country. We are all struggling to stay afloat and create Jobs in this difficult recession. 

I also represent those small businesses who are frustrated because we can create JOBS 
immediately but are unable to get the financing we need. 

Wall Street was lent money direct from the Federal government, AIG was lent money direct, the 
automobile companies were lent money direct and so were the banks. Small businesses needs 
the same opportunity as the big guys. We want Congress to create a level playing field. 

Most Jobs are created by new start-up companies or existing small businesses that want to expand 
their operations. Start-ups and growth can only occur with capital. American companies have been 
going out of business or laying workers off because we have been operaling in a capital vacuum for the 
past three years. 

It’s time to start thinking of small business in America as an endangered species. The reason is credit. 
Not only is it impossible to obtain new credit, but the banks are compounding the problem by taking 
away existing credit. They are implementing blanket credit reductions, without regard to the effect it is 
having on our economy and jobs. 

Low Credit scores are preventing a huge number of companies from obtaining the necessary working 
capital to stabilize their company, prevent additional layoffs and create jobs 

All across America, the same banks and credit card companies that were bailed out, are reducing the 
credit lines of prime borrowers. My close friend with an excellent credit score recently had his business 
line of credit cut by American Express without cause. That one credit reduction led to a drop in his 
credit score. With a lowered credit score, the other banks followed suit and reduced their credit lines, 
further impacting his credit rating. Without operating capital, he has been unable to buy equipment, 
and had to lay off employees. The banks simply do not care about the real world consequences of 
their predatory practices. 

We are now in the middle of the worst Job crisis since the great depression. Millions of Americans 
struggle every day just to pay their expenses, put gas in their cars and feed their kids. 

This Jobs crisis cannot and will not be solved by the banks. The Banks can’t even solve the foreclosure 
problem. The Job crisis can only be solved by American businesses either starting up or expanding 
that’s what creates Jobs which can only occur when there is capital available through business loans. 
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If we depend on the Banks to make business loans then we are in for a long recession. Millions of 
Americans will remain unemployed or underemployed. 

The banking system is NOT working for small business. We need immediate action to end the 
suffering of millions of Americans. 

Any money approved for small business loans should be kept in a separate account managed by the 
SBA. NO more money should be given directly to the banks. Congress should remember how the 
banks used the TARP money and avoid repeating the same mistake. We don’t have any more money 
for the banks to open new branches, buy new signs or to give out more bonuses. 

It is our government’s responsibility to solve the jobs crisis NOT the banks. I am requesting the 
Congress to pass legislation to make the SBA a direct lender to small business. It will be much more 
effective to direct government employees to take on a new, extremely important mission than to plead 
with the banks and hope that they listen. 

Most businessmen would much rather work with the professional staff of the SBA than with a bank 
officer who just views you as another credit score. 

To move ahead and create the most jobs possible there must be a move away from using the FICO 
score as the sole determining factor in obtaining business loans. 

I am the owner of INSTANT-OFF. We make water saving devices for faucets. INSTANT-OFF replaces 
the aerator on any faucet and each unit can save up to 10,000 gallons a year. Our market potential in 
the US is estimated at 50 million units and globally between 100 and 200 million units. 

We can create 25 green jobs right now and 25 per cent of those jobs will be for people with disabilities. 
By 2015 we estimate that we will have as many as 150 employees and will have created approximately 
200 more jobs through our suppliers and distributors. None of these jobs will be created without capital. 
YET I CAN’T GET A LOAN. 

For these reasons it is important to expand the lending criteria so that every company who can create 
jobs has a fair opportunity to receive a loan. 

I propose a 15 point system for the SBA to review in granting a direct small business loan: 

1. Is the business plan well thought out and viable? 

2. What product or service does the company provide or want to provide? 

3. How many years has the company been in business? 

4. What is the market potential for this product or service? 

5. Does the management team have the experience to be successful? 

6. Is there a good potential that the company will be successful? 

7. How many jobs can be created with the loan? 

8. Will any jobs be created for disabled Americans? 

9. Is this a product or service that helps protect the environment or conserve natural resources? 

10. What percentage of the business operation is made, assembled or packaged in the U.S,? 

1 1 . Is this a product or service that can be exported to other countries? 

12. Is the company a start-up or an existing business? 

13. Is there sufficient profit margin to pay the loan back in seven years? 

14. What is the credit rating of the individual applying for the loan ? 

15. Was this person’s credit rating affected by the real estate crash or the current recession? 
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As a small business owner, we want close to the same DEAL that Wall Street got. Remember those 2 
per cent loans? Small Businesses should not be charged more than 3% interest. 

Again, I urge Congress to pass legislation to make SBA a direct lender so that any company who wants 
to can apply directly to the SBA for a loan. I'm not suggesting that all banks are bad or that banks 
should be prevented from making SBA loans, I am proposing that loans approved by the SBA would be 
closed and serviced by the community bank chosen by the borrower. 

Please move faster to solve this critical issue. Capital is the tool that drives American businesses - and 
Small Business has been the backbone of new job creation in America. 

DO NOT let America’s future be stuck in a bank loan committee!!! 

Thank you for allowing me the opportunity to be heard on this very important issue. 
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Chairman Frank, Chairwoman Velazquez, Ranking Members Bachus and Graves, and 
members of tlie Committees, my name is William B. Grant, Chairman CEO, and President of First 
United Bank & Trust. My bank is a 109-ycat old community bank, headquartered in Oakland, 
Maryland — a rural town in Appalachia with a population of about 2,000. We have assets of $1.7 
billion, and serve four counties in Maryland and four counties in West Virginia. 

I am pleased to be here today on behalf of ABA. The American Bankers Association brings 
together banks of all sizes and charters into one association. ABA works to enhance the 
competitiveness of the nation's banking industry and strengthen America’s economy and 
communities. Its members -- the majority of which ate banks with less d^an $125 million in assets -- 
represent over 95 percent of the indusoy’s $13.3 ttiliioo in assets and employ over two million men 
and women. 

We are pleased to share the banking industry’s perspective on the condition of small 
business and commercial real estate lendbg in local markets. As President Obama recognized in his 
recent State of the Union address, it is imperative to find ways to ensure that small businesses get 
the credit they need. Small businesses of all kinds - including banks — are suffering from the severe 
economic recession. While some might think the banking industry is composed of only large global 
banks, the vast majority of banks in out country are community banks — small businesses in their 
own right, In fact, over 3,000 banks (41 percent) have fewer than 30 employees. 

This is not the first recession faced by banks. Most banks have been in their communities 
for decades and intend to be tiiere for many decades to come. First United Bank & Trust has 
stirvived many economic ups and downs for more than a century. Wc are not alone. There are 
2,556 banks — 31 percent of the banking industry — that have been in business for more than a 
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cenhiiy; 62 percent (5,090) of banks have been in existence for more than half a century. 'ITiese 
numbers tell a dramatic story about the staying power of banks and their commitment to the 
communities they serve. My bank’s focus, and those of my fellow bankets throughout the country, 
is on developing and maintaining long-term relationships with customers, many of which are small 
businesses. We cannot be successful without such a long-term pliilosophy and without treating our 
customers fairly. 

This recession is certainly one of the worst we have ever faced. While the statisticians will 
say the recession has ended, that is little comfort to areas in our countr)^ that suffer from very high 
levels of unemployment and business feilures. The impact of the downturn is being felt by all 
businesses, banks included. As tlie economy has deteriorated, it has become increasingly difficult 
for consumers and businesses to meet their financial obligations, 'flie cumulative impact of eight 
straight quarters of job losses — more tlian 8 million since the recession began — is placing enormous 
financial stress on some individuals. With jobs lost and work hours cut, it does not take long for the 
financial pressure to become overwhelming. This, in turn, has increased delinquencies at banks and 
resulted in losses and reduced the capital of banks. 

In this severe economic environment, it is only natural for businesses and individuals to be 
more cautious. Businesses are reevaluating their 

Business Loan Demand Down 

credit needs and, as a result, loan demand has NeiPen«ni»9<c<Bw>ksftapor4n9Hi9heroe>i!VKi 

fallen dramatically since the recession began. 

Banks, too, ate being prudent in underwriting, and 
our regulators demand it. With the economic 
downturn, credit qusdity has suffered and losses 
have increased for banks. Fortunately, community 
banks like mine entered this recession with strong 

1992 1994 19»S 1991 2000 2042 2004 2006 2008 

capital levels. As these committees are aware, sc«rM;F«ie(BiR 9 sefva 

however, it is extremely difficult to raise new capital in this financial climate. 

Tlie difficult recession, falling loan demand, and loan losses have meant that loan volumes 
for small businesses have declined somewhat this year. Let me be very clear here: even in a weak 
economy there are very strong borrowers. Every bank in this country is working hard to ensure that 
our customers — particularly the small businesses that ate our neighbors and the Hfe blood of our 
communities — get the cretht they deserve. The Small Business Administration (SBA), in partnership 
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with America’s banks, can play an even larger roie 
in lielping small businesses meet the challenges of 
this economic downturn by expanding their 
guarantee program and by reducing some of the 
restrictions currently budt into the system. 

The success of many local econonues — 
and, by extension, the success of the broader 
national economy — depends in large part on tlie 
success of community banks. We believe there 
are actions the government can take to assist viable community banks to weather the current 
downturn. Comparatively small steps taken by the government now can make a huge difference to 
banks, their customers, and their communities -- keeping capital and resources focused where tliey 
are needed most. 

In my statement, I would like to focus on the following points: 

> Lendei^ and borrowers are exercising a prudent approach to credit. 

y Small business capital investments for community banks will facilitate the economic 
recovery. 

^ Changes that enhance bank participation in SBA programs have made strides in 
creating opportunities for small businesses, yet mote needs to be done. 

^ Changes in the regulatory environment will improve the situation for small business 
lending. 

I will address each of daese points in turn. 


Lending to Small Businesses 

, Outstanding Loans 
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I. Lenders and Borrowers are Exercising a Prudent Approach to Credit 


In ever)' community, banks are actively looking for lending opportunities. Business 
confidence is down, of course, and many businesses citlicr do not want to take on additional debt or 
are not in a position to do so given the falloff of their customer base. Tlius, loan demand has fallen 
dramaticaUy since tlie start of the recession, 'lids continues even today, although with some signs 
that the economy is stabilizing, the fail off of loan demand is moderating. The National Federation 
of Independent Business (NFIB) explains in its November sur^’^ey tliat: “Overall, loan demand 
remains weak due to widespread postponement of investment in inventories and record low plans 
for capital spending.” ’ 

There are some positive si^s beginning to appear. We have heard from bankers that small 
businesses are returning to test the market for loans, even though they may not wish to borrow at 
the moment. It will take time for this renewed interest to be translated into new loans made, 
however. Previous recessions have shown that it tj-pically takes 13 months after the recession for 
business confidence to return and credit to return to 
pre-recession levels. 

Both banks and their regulators are 
understandably more cautious in today^s 
environment. Bankers are asking more questions of 
their borrowers, and regulators are asking more 
questions of the banks they examine. Given the 
economic conditions, it is clear that the risk of 
lending is much greater today than several years ago 
when the economy was much stronger. 

This means that the credit terms are different today, with higher downpayments required, 
and smaller loans consistent with diminished coUateral values. Banks are looking at the risk of a loan 
and re-evaluating the proper pricing of that risk. Tljis is a prudent business practice and one 
expected by our bank regialators. But it means that some projects tiiat might have been funded 
when the economy was stronger may not find funding today. The NFIB recognized this, stating^ 
“(l]he continued poor earnings and sales performance has weakened the credit worthiness of many 
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potential borrowers. This has resulted in tougher terms and liighet loan rejection rates (even with 
no change in lending standards).”^ 

Moreoveij access to credit is not a drivijig concern of most businesses. In a recent survey of 
750 businesses by Discover, only 5 percent said tlie main issue facing their business was access to 
capital.^ NFIB’s sun'-ey confirmed this findii^: “Although credit is harder to get, ‘financing’ is cited 
as the ‘most important problem’ by only four percent of NFIB’s hundreds of thousands of member 
fiitns-” NFIB notes that this is extremely low compared to other recessions. For example, in 1983 
— just after the last big recession — 37 percent of business owners said that financing and interest 
rates were their top problem. 

We recognize that there are some consumers and businesses in the current situation that 
believe they deserve credit that is not being made available. We do not turn down loan applications 
because we do not want to lend — lending is what banks do. In some cases, however, it makes no 
sense for the borrower to take on more debt. Sometimes, the best answer is to tell the customer no, 
so that the borrower does not end up a.ssuming an additional obligation that would be difficult if not 
impossible to repay. 

To help manage the risk of loss, lenders 
have lowered credit lines for businesses and 
individuals. However, even witli the cutbacks in 
lines of credit, there is stiU $6 trillion in unused 
commitments made available by FDIC-insured 
banks to businesses and consumers. The 
utilization rates have declined for business 
lending, p^ticularly, reflecting die decreased 
demand. 

The commercial real estate (CRE) market will pose a particularly difficult problem for the 
banking industry this year. The CRE market has been the victim of a near total collapse of the 
secondary market for commeteki mortgage backed securities and of the economic slowdown that 
has caused office and retaU vacancies to rise dramatically. These stresses will affect many small 
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banks, as CRE lending has been an important part of the portfolio for community banks for many 
years. 

Typically, a commercial real estate project in the conslmction and land development phase 
receives bank financing with an loan maturity between tliree to seven years. After the project is 
completed, it is common for take-out financing to come from insurance companies or through the 
Commercial Mortgage Backed Securities (CMBS) market, Tliis take-out financing focuses on 
income-producing properties and, thus, usually occurs once tlierc are stable and sufficient cash flows 
for full debt ser\'icing. 

Tliis h^hlights die current dilemma: as 
market conditions have deteriorated, vacancies 
have increased, valuations have plummeted, and 
rent renewals have slowed. This in turn has made 
take-out financing increasingly scarce, leaving 
banks with loans that are stressed and facing 
refinancing. Widi ttansacdon prices down 

Soure* V[«l«F»go.S)ooinb?(9 

dramatically, appraisal values have also faDen, 

making refinancing of loans much more difficult without significant addidonal equity contributions 
from borrowers — which, of course, are difficult if not impossible for many borrowers to put 
forward in this economic climate. 

As I will discuss in the last section of this testimony, regulators will continue to be nervous 
about the trends in CRE lending as the economy stru^les to regain its footing and ^viIl be ctidcal of 
banks' CRE portfolios. The 2009 guidance from the regulators signals a prudent but flexible 
approach. However, we continue to hear that the translation of the guidance to the field examiners 
has been missing. However, we remain hopeful that this guidance could help banks work with 
borrowers to find solutions. 

As the economy begins to improve, we expect loan demand to increase, and with it, credit 
volumes as well. ABA’s Economic Advisory Committee (EAC) forecasts that non-residendal fixed 
investment will mcrease 3.8 percent in 2010, and businesses will begin to expand and grow 
inventories. The EAC believes this will coincide witli an inezease in business lending, which it 
expects to increase modestly this year at a 2.3 percent rate. The group also expects consumer credit 
to grow at a rate of 3.2 percent. As the economy grows and loan demand increases, the ability 
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of banks to meet these needs ivdl be stunted if adequate capital is not available to back 
increased lending-. This is the subject to which I will now turn. 


II. Small Business Capital Investments for Community Banks Will 
Facilitate the Economic Recovery 

Capital is absolutely critical to any bank, as it is the financial underpinning of any loan that is 
made. While conditions have improved over die past year in the economy overall, many community 
banks are seeing elevated levels of loan delinquencies and loan losses as a result of the lagging 
impacts of job losses, business failures, and declines in property values. Ihe result has been stresses 
on bank capital. Given the severity of the downturn, particularly in certain parts of this country 
hardest hit by the recession, it is very difficult if not impossible for community banks to find new 
sources of capital. 

ABA appreciates the initiative President Obama outlined in his State of the Union address 
that would help to resolve this issue by providing additional capital to small banks who volunteer to 
use it to increase small business lending. A key factor to this proposal is removing it from the rules 
and restrictions of TARP. Hundreds of banks that had never made a subprime loan or had anything 
to do with Wail Street took TARP capital with their regulator’s encouragement, even though they 
did not need it, so they could bolster their lending and fmaocial position. Then within weeks, they 
were demonized and subject to after-the-fact restrictions. Community banks will be disinclined to 
participate if there is any possibilitj' of TARP-related stigma being attached to it. 

As this ptogram is developed, ABA reconunends that Corjgtess and the Administration 
create criteria that allow viable community banks to participate. First United has benefitted firom this 
program, and ABA believes that many more banks could benefit from it. We propose that Treasury 
offer assistance to those banks that did not quaUfy for Capital Purchase Program (CPP) funds but 
that neverdieless can demonstrate the ability to operate safely and soundly and survive if given the 
chance to obtain necessary capital. The focus should be on whetlier a bank is viable on a post- 
investment basis. Otherwise, Congress will miss an opportunity to help the customers and 
communities of many banks across the country. 

Community banks, Idee mine, are the backbone of our economy and are critical to the 
overaE improvement of our economy. For a nominal investment by Treasury, viable community 
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banks can be preserved, wiiich in turn would provide more resources for lending and would Kelp 
create jobs in our communities. 


III. Changes that Enhance Bank Participation in SBA Programs Have Created 
Opportunities for Small businesses, Yet More Needs to Be Done 
The SBA program has struggled over the last several years. SBA’s fla^hip 7(a) loan guarantee 
progj^m reported a 41 percent decline in volume from its 2008 to 2009 fiscal year, after repotting a 30 
percent decline from 2007 to 2008, Tlie dollar 


amount outstanding declined 28 percent from its 
2008 to 2009 fiscal year, following an 1 1 percent 
reduction over the previous year. Tlie changes 
made have helped to stem the reductions and 
show promise for more should the program, as 
we recommend, be extended. In particular, tlie 
changes have helped to facilitate 12,374 loans 
made totaling $3.8 billion in its first fiscal quartet 
of2010. 


SBA 7CA} Loans 



200$ 2006 2007 2008 2008 

$oirc«: Smtli BuilnissAdniNstnaioti 


In order to show further improvements, the SBA needs go beyond an increase in the amount of 
the guarantee; it needs to offer an improved value proposition. Current restrictions involving cost, 
collateral, refinancing, and prepayment penalties, among others, should be addressed. 

Although many improvements are needed, much has already been done. This Congress has 
consistendy worked to maintain the integrity of the 7(a) program and we applaud your efforts on the 
Recovery Act to enact the small business provisions. 

The act temporarily increased the guarantees to up to 90 percent on SBA’s 7(a) loan program, 
which have been helpful as banks work to extend credit during the recession. It also temporarily cut 
fees for borrower on 7(a) loans and reduced fees for both borrowers and lenders on. 504 Certified 
Development Company loans. SBA Administrator Karen Mills noted that average weekly loan volume 
has increased both in the 7(a) program and the 504 program following passage of the Act, and that 
participation among banks had likewise increased. 

Further, the SBA expanded eligibility to small businesses in the 7(a) program by applying the 
broader standard used currently in tlie 504 program. Now, businesses will be able to qualify with a net 
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worth that does not exceed $8.5 million and an average net mcome under $3 millton (after federal 
income taxes) for the preceding two fiscal years. ITicsc very positive changes mean that an additional 
70,000 among the largest of our small businesses will be eligible to participate in die 7(a) program. 

Other provisions from die Act include provisions that raised the maximum contract that can 
qualify for an SBA Surety Bond guarantee from $2 million to $5 million, and additional funding to 
microloan intermediaries, as well as funding for the tecimical assistance needed to accompany these 
loans. 

AU of these initiatives help small businesses during this recession, and should be funded and 
continued past their current authorization periods in order to reach even more small businesses. 
Moreover, there are a number of improvements that would provide additional incentives to small 
businesses and banks that would enable even broader participation: 

Extend the Provisions of the Stimulus Package 

As part of the economic stabilisation package. Congress increased the loan guarantee level in 
the 7(a) program to 90 percent and also decreased die fees for both the borrowers and the 
lenders. Both actions have provided a much needed boost for lender participation in the 
program. Funding foe the guarantee and fee relief will be exhausted at the end of the month. 
We believe these provisions that expand both the guarantee and fee relief should be funded 
and extended for an additional two years beyond the 2010 expiiafion date. While we are all 
hopeful that the economy will r^in its footing over the next 12 months, we are also 
realistic in understanding that the recovery may be very slow. The more that we arc able to 
supply additional capital to our country’s small businesses, the better chance we have at 
keeping businesses alive, which in turn will prevent further layoffs. Additional capital 
through lending will create an environment where small businesses will begin to rehire or 
add new jobs. Maintaining the 90 percent gtwrantee, with lower fee levels, through fiscal 
year 2012 will assist in that effort. 

y Eliminate or Reduce the Restriction on Refinancing 

The SBA allows no refinancing of existing debt by the bank that currently holds the debt. 

This restriction often prohibits the borrower from obtaining new financing critical to 
continued success. In many circumstances banks would like to make new and consolidated 
advances, but if the bank already has a deal on the books, that loan carmot become part of 
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the new deal. This lesuiction often causes the bank to wiite new loans without the help of 
the SBA, or ask the borrower to seek help from another lender. 

> Improve the Quality of the Guarantee 

The SBA guarantee is only valid if certain conditions are strictly adhered to. The collateral 
assets, and often the business, must be liquidated prior to payment on the guarantee by the 
SBA. T'his process can be delayed by bankruptcy, by difficult repossession issues, and other 
factors. The SBA also sends the claim to their legal department where lawyers seem to seek 
ways to find tlie bank in violation of the guarantee agreement. This disincentive to 
participate can be removed by strengthening the quality of the SBA guarantee. 

y Improve the SBA Guarantee Approval Process 

Generating the information and documentation required by the SBA is not easy. Many small 
banks have found it necessary to seek the help of third patty “packagers” who help with 
gathering the data necessary to gain approval. This only creates additional time and expense 
for the borrower. This process could be significantly streamlined. 

y Enhance the Human Resources Capacity of the SBA 

There is a very practical barrier to the success of these programs: having the staff necessary 
to implement, promote, market, and manage the many initiatives of the SBA. We request 
that tlie Committees investigate the human resource needs of the SBA, Over the last eight 
years, the SBA staff has been reduced by nearly 1,000, roughly one-third of its employees. 
This has been done through consolidation, retirements and attrition. Since January 2009, the 
SBA has taken on many new loan programs and seen a sizeable increase in their budget 
allocation to implement and carry out these programs. Yet, the number of staff assigned to 
carry out the old and new programs lias not been increased and, in fact, the program 
responsibilities of these employees have increased. SBA has thousands of parmers and 
many mote that desire to establish or reestablish a relationship with the agency. Without 
adequate levels of personnel to meet the needs of these partners, the smaU businesses that 
they serve will suffer. 
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Tlie initiatives and new programs larmched by the Administration and by Congress have 
great potential to help thousands of small busme^es. TTiesc programs should be improved further 
and given the time to work. In addition, the SBA must be ^ven the human resources to implement 
these initiatives, many of which are new to the SBA. ABA is prepared to work with Congress to 
find ways to improve the SBA program, with the gCKjl of enhancing credit availability to small 
businesses throughout our nation. 

IV. Changes in the Regulatory Environment Will Improve the Situation for 
Small Business Lending 

As I noted above, banks are not immune from the economic downturn; job Josses and business 
failures have resulted in greater problem loans and much higher loan losses. Nonetheless, banks are 
working e.very day to make credit available. Those efforts, however, are made mote difficult by 
regulatoty pressures and accounting treatments that exacerbate, rather than help to mitigate, the 
problems. Ihe ABA has raised the issue of overzealous regulators in hearings last year and through 
letters to the agencies. We are pleased that on February 5, 2010, the federal financial regulatory agencies 
and the Conference of State Bank Supervisors issued a joint statement emphasizing that financial 
institutions that engage in prudent small business lending after performing a comprehensive review of a 
borrower’s financial condition will not be subject to supervisory criticism for small business loans made 
on that basis. Ihis joint statement, along with earlier statements concerning lending and loan workouts, 
can give bankers a powcrjful tool to help diem in their exams. 

ABA will work to make sure that this announcement h meaningful in the field, as we have 
seen numerous examples of the similar agency policies emanating from Washington not being 
carried out during field exams. The challenge should not be underestimated, as the reaction of 
regulators in the cmrent economic environment has been to intensify the scrutiny of community 
banks’ lending practices. For example, we have heard anecdotes from out members of examinei^ 
who continue to take an inappropriately conservative approach in their analysis of asset quality and 
who are consistently requiting downgrades of loans whenever there is any doubt about the loan’s 
condition. 

This inappropriately conservative approach is nowhere more visible than in the supervision 
of commercial real estate (CRE) loans. Wc ate hearing from out bankers that the 100 percent and 
300 percent thresholds are being applied hy examiners as caps. ABA foresaw this problem 
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when tlie guidance on CRE concentrations was reteased in 2006, and we were assured diat die 
direshoids would be applied judiciously. Examiners need to understand that not all coiiceutradons 
arc equal, and that setting arbritrat}' limits on CRE concentrations has the effect of cutting off credit 
to creditworthy borrowers, exaedy at a time when Congress is trying to open up more credit. 

Just as too much risk is undesirable, a regulatory policy diat discourages banks from making 
good loans to creditworthy borrowers also has serious economic consequences. Wringing out the risk 
from bank loan portfolios means that fewer loans will be made, and that only the very best credits will 
be hinded. 

Worsening conditions in many markets have strained the ability of some borrowers to 
perform, which often leads examiners to insist that a bank make a capital call on the borrower, 
impose an onerous amortiaation schedule, or obtain additional coDateral. These steps can set in 
motion a “death spiral,” where the borrower has to sell assets at fire-sale prices to raise cash, which 
then drops die comparable sales figures die appraisers pick up, wliicli dicn lowers die “market 
values” of odier assets, which then increases the write-downs the lenders have to take, and so on. 
Thus, well-intentioned efforts to addre.ss problems can have the unintended consequence of making 
things worse. 

What the regulators want for the industry is what the industry wants for itself: a strong and 
safe banking system. To achieve that goal, we need to remember the vital role played by good 
lending in restoring economic growth and not allow a credit crunch to stifle economic recovery. We 
must work together to get through these difBcull times. Providing a regulatory environment that 
renews lines of credit to small businesses is vital to our economic recovery. We are hopeful that the 
joint statement from the state and federal bank regulators will establish the framework for a more 
positive regulatory approach to bank lending in these difficult times. 

Conclusion 

I want to thank the Committees for the opportunity to present the views of ABA on the 
challenges ahead for the banks and die communities they serve. Tliese are difficult times and the 
challenges ate significant. We stand ready to work with Congress and the Administration on finding 
ways to facilitate credit availability in our communities. 

I am happy to answer any questions the Committees may have. 
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Chairman Frank, Chairman Velazquez, Ranking Member Bachus, Ranking 
Member Graves and members of the Committees, I appreciate the opportunity to testify 
on behalf of the Federal Deposit Insurance Corporation (FDIC) on the state of lending 
and credit availability for small business and commercial real estate. 

The events surrounding the financial crisis of late 2008 have taken a heavy toll on 
real economic activity across our nation. The extraordinary policy responses to that crisis 
were highly effective in stabilizing global financial markets and laying the foundation for 
economic recovery. However, the large dislocations that have taken place in real estate 
and credit markets continue to inhibit the pace of that economic recovery, contributing to 
persistent high unemployment and slow growth in consumer and business spending. 
Resolving these credit market dislocations will take time. Still, the pace of the economic 
recovery can be enhanced by policies that promote the prompt and orderly workout of 
existing problem loans and that enhance the ability of lenders to make new credit 
available to qualified households and businesses. 

Adverse credit conditions and stressed balance sheets have created a difficult 
environment for both borrowers and lenders. The weakened economy has contributed to 
an overall decline in both the demand for and the supply of small business credit. Large 
banks have significantly cut back on lines of credit to consumers and small businesses. 

In addition, small and mid-sized institutions, who tend to make business loans secured by 
residential and commercial real estate properties, are dealing with the effects of large 
declines in real estate values, which tend to reduce the collateral coverage of existing 
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loans and make it more difficult for household and small business borrowers to qualify 
for new credit. This dynamic is contributing to persistent weakness in local economic 
conditions that is placing further stress on credit performance at small and mid-sized 
banks that serve those communities. 

In response to these challenging economic circumstances, banks are clearly taking 
more care in evaluating applications for credit. While this more conservative approach to 
underwriting may mean that some borrowers who received credit in past years will have 
more difficulty receiving credit going forward, it should not mean that creditworthy 
borrowers are denied loans. Unfortunately, in such a difficult environment, there is a risk 
that some lenders will become overly risk averse. 

As bank supervisors, we have a responsibility to encourage institutions, regularly 
and clearly, to continue to make soundly structured and underwritten loans. 
Acknowledging this responsibility, the FDIC and the other federal banking regulators 
supplemented prior guidance and issued the Interagency Statement on Meeting the Credit 
Needs of Creditworthy Smalt Business Borrowers earlier this month to emphasize that 
examiners will follow a balanced approach in assessing small-business lending. The 
Statement recognizes that many small businesses are experiencing difficulty in obtaining 
and renewing credit to support their operations. It is clear that for a number of reasons 
small business credit availability has tightened, particularly at the largest institutions. 

The FDIC and the other banking regulators believe that continued sound lending to 
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creditworthy borrowers is critical to the long-term success and health of the small 
business sector — and their lenders. 

The Statement indicates that financial institutions should understand the long- 
term viability of a borrower’s business, and focus on the strength of a borrowers’ 
business plan to manage risk rather than using portfolio management models that rely 
primarily on general inputs, such as a borrower’s geographic location or industry. This 
new guidance states that examiners will not adversely classify loans solely on the basis of 
a decline in the collateral value below the loan balance, or the borrower’s association 
with a particularly stressed industry or geographic location. 

In my testimony, 1 will briefly describe credit quality at FDIC-insured institutions, 
trends in the availability of credit, and conditions currently creating obstacles to credit 
availability. I also will address concerns that banks are receiving mixed messages from 
their supervisors. Finally, I will discuss the efforts the FDIC is making to encourage 
prudent lending by the institutions we supervise. 

Credit Quality and Lending Activity at FDIC-Insured Institutions 

Expenses for troubled loans continue to weigh heavily on the industry, The 
industry earned less than $1 billion in the fourth quarter, essentially just breaking even. 
During the quarter, insured institutions added $61.1 billion in provisions for loan and 
lease losses to their reserves, although this was $10.0 billion less (-14.1 percent) than 
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they set aside in the fourth quarter of 2008. Net charge-offs of loans and leases totaled 
$53.0 billion, an increase of $14.4 billion (37.2 percent) compared to a year earlier. The 
annualized net charge-off rate in the quarter was 2.89 percent, which is the highest rate in 
any quarter in the 26 years for which quarterly charge-off data are available. The amount 
of loans and leases remaining on banks’ balance sheets that were noncurrent rose by 
$24.3 billion (6.6 percent) during the quarter. ' At the end of December, 5.37 percent of 
all loans and leases were noncurrent. This also represents a 26-year high. However, 
fourth quarter 2009 was the third consecutive quarter that the rate of increase in the 
volume of noncurrent loans slowed. 

Major loan categories exhibited high levels of charge-offs and noncurrent loans. 
The highest net charge-off rates in the fourth quarter were for credit cards (9. 16 percent 
annualized) and real estate construction and development loans (7.77 percent). The net 
charge-off rate for real estate construction and development loans represented a record 
high and the net charge-off rate for credit card loans is near the record high set last 
quarter. Construction and development loans also had the highest noncurrent rate at the 
end of December (15.95 percent), followed by 1-4 family residential mortgage loans 
(9.31 percent), both record high levels. 

Larger institutions had higher charge-off and noncurrent rates than smaller 
institutions. The average net charge-off rate on all loans and leases for community banks 
(institutions with less than $1 billion in assets) was 1.70 percent in the quarter, compared 
to an average of 3.09 percent at larger institutions. The ratio of noncurrent loans and 
' Noncurrent loans are those that are 90 days or more past due or on nonaccrual status. 
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leases to total loans and leases for community banks as of December 31 was 3.43 percent, 
versus 5.68 percent for larger institutions. Some of the difference in credit quality 
performance reflects differences in the composition of loan portfolios at large and small 
banks. Large institutions have higher proportions of retail loans (residential mortgages 
and consumer loans) while community banks have larger relative shares of loans to 
commercial borrowers. Consequently, the impact of falling housing prices and rising 
unemployment and bankruptcies has been greater in the loan portfolios of large banks. 
Further deterioration in commercial real estate (CRE) markets would have a greater 
proportional impact on the performance of small and medium-sized institutions. 

Tighter underwriting standards, deleveraging by institutions seeking to improve 
their capital ratios, and slack loan demand have all contributed to declines in loan 
balances at many institutions. Total loan and lease balances at FDIC-insured institutions 
declined by $ 128.8 billion ( 1 .7 percent) during the fourth quarter. This is the sixth 
consecutive quarter that aggregate loan balances have fallen. In 2009, loan balances 
declined by $587.3 billion, or 7.5 percent, which was the largest percentage decline since 
1942. 


Much of the decline in loan balances occurred at larger institutions. Institutions 
with total assets greater than $100 billion as of December 3 L' reported an aggregate net 
decline in total loans and leases of $1 16.8 billion in the quarter, or over 90 percent of the 
total industry decline. On a merger-adjusted basis, at community banks that filed reports 
as of December 3 L‘, total loan and lease balances decreased $4.3 billion during the 
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quarter. A majority of institutions (53.2 percent) reported declines in their total loan 
balances during the quarter. 


Table 1. Loan Growth by Asset Size Groups, Fourth Quarter 2009 
(Dollar amounts in billions) 

Asset Size 

Number of 
Institutions 

Number Not 
Reporting 
Increase in 
Loans 

Number 
Reporting 
Increase 
in Loans 

Aggregate Net 
Change in 
Loans 
($ Billions) 

Percent 

Change 

>$100 Billion* 

48 

40 

8 

(116.8) 

-2.82% 

$10 -$100 Bill. 

77 

55 

22 

9.6 

0.74% 

SI - $10 Billion 

554 

372 

182 

(16.9) 

-1.78% 

< $1 Billion 

7,333 

3,794 

3,539 

(4.3) 

-0.41% 







All Insured 
Institutions 

8.012 

4,261 

3,751 


-1.73% 

Note: Reflects changes in loan balances for institutions categorized by size group as of December 3 1 , 
2009. Changes in these groups are adjusted for mergers and acquisitions. The difference between the 
net decline on this table ($128.4 Billion) and the industry aggregate net decline ($128.8 Billion) 
reflects institutions that closed during the quarter but were not acquired by another institution. 

Source; Call and Thrift Financial Reports. 

*The > $100 billion asset size category includes insured depository institution affiliates that would 
otherwise fall in smaller size groups. 


Factors Affecting Small Business Lending 

Weak economic conditions have created an extremely challenging business 
environment, which particularly affects small businesses. After real GDP posted four 
consecutive quarters of decline during the second half of 2008 and first half of 2009, 
economic activity is now showing some signs of recovery. Consumer spending rose in 
both the third and fourth quarters of 2009 after declining in three of the prior four 
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quarters. Even the housing sector showed some signs of stabilization in sales and prices 
during the second half of 2009. However, the unemployment rate remains high — 9.7 
percent as of January 20 1 0 - and persistent labor market weakness poses ongoing risks to 
the business outlook. Small business optimism remained near record low levels in 
December, according to a survey by the National Federation of Independent Business 
(NFIB).^ 

This weakness in business conditions has had significant effects on both credit 
demand and supply. The demand for business credit tends to vary over the business cycle 
with the level of spending on new capital equipment and inventories. Small businesses 
reported that capital spending levels remained near record low levels in December 2009, 
as did the demand for credit to finance such projects.^ Similarly, in the Federal Reserve’s 
most recent Senior Loan Officer Opinion Survey, banks again noted weaker loan demand 
from business borrowers, especially from small businesses. At the same time, access to 
credit remains difficult, as lenders raise credit standards in response to higher loan losses. 
Banks continued to report net tightening of their lending standards on business loans in 
January 2010, although the pace of that tightening has slowed.’’ 

Surveys of small businesses suggest that while small business loans have clearly 
become harder to obtain, deteriorating business conditions appear to represent an even 
larger problem. In the NFIB’s December 2009 survey, the percent of respondents who 

^ “NFIB Small Business Economic Trends,” January 2010. 

’ “NFIB Small Business Economic Trends,” January 2010. 

“ Federal Reserve Board, Senior Loan Officer Opinion Survey on Bank Lending Practices, January 201 0, 
http://u'Ww.federalreseive.gov/boarddocs/SnLo3nSurvev/ 
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said that loans were “harder” to get in the last three months outnumbered those who said 
loans were “easier” to get by 15 percentage points, near the record high in 1980. In 
addition, the percent of respondents citing “finance and interest rates” as their single most 
important business problem stood at just 4 percent, compared to 3 percent one year ago. 
By comparison, a 34 percent plurality of respondents cited “poor sales” as their biggest 
business problem, up from 27 percent a year ago. The percentage of respondents who 
said that sales were “lower” in the last three months outnumbered those who said sales 
were “higher” by 25 percentage points.^ 

Ensuring that creditworthy small business borrowers have access to credit remains 
critical to sustaining the economic recovery. FDIC-insured institutions are a major 
source of financing for small businesses, supplying over 60 percent of the credit used by 
small businesses to tun and grow their businesses. Community banks have a particularly 
important role in lending to small businesses. As of June 30, 2009 (the most recent data 
available), community banks accounted for 38 percent of small business and farm loans, 
even though these institutions represented only 1 1 percent of industry assets. 

Recent initiatives and proposals to support small business financing will help to 
sustain local communities and community banks. For example, the American Recovery 
and Reinvestment Act (ARRA), signed into law last February, temporarily raised the 
guarantee levels on Small Business Administration (SBA) 7{a) loans and eliminated 
upfront borrowing fees on SBA loans in the 7(a) and 504 programs. ARRA also 
provided a range of tax cuts and tax incentives for small businesses, helping them to cope 
* “NFIB Small Business Economic Trends,” January 2010. 
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with the unusually harsh economic environment. In addition, the Federal Reserve’s Term 
Asset-Backed Seeurities Loan Facility (TALF) was authorized to provide financing for 
SBA-backed loans. After these measures were implemented in early 2009, both the 
volume of SBA loan originations and the volume traded in the secondary market have 
risen above pre-crisis levels.* Further efforts to support small business financing will 
also provide important benefits to the overall economy. 

Commercial Real Estate 

The deep recession, in combination with ongoing credit market disruptions for 
market-based CRE financing, has made this a particularly challenging environment for 
commercial real estate. The loss of more than 8 million jobs since the onset of the 
recession has reduced demand for office space and other CRE property types, leading to 
deterioration in fundamental factors such as rental rates and vacancy rates. Against a 
backdrop of weak fundamentals, investors have been re-evaluating their required rate of 
return on commercial properties, leading to a sharp rise in “cap rates” and lower market 
valuations for commercial properties. Finally, CRE financing has been harder to obtain 
since last year’s financial crisis. There were no commercial mortgage-backed securities 
(CMBS) issued between July 2008 and May 2009 and only $5.1 billion has been issued 
since then. Commercial mortgage lenders are also reassessing their underwriting 
standards. According to the Federal Reserve’s Senior Loan Officers Survey, a majority of 
lenders surveyed repotted tightening underwriting standards during the financial crisis in 

* U.S. Department of Treasury, “Treasury, SBA Host Small Business Financing Forum,” November 18, 
2009, http://www,treas.gov/tiress/release5/tg4 1 1 .htm 
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late 2008 and into 2009. Even according to the most recent survey in January 2010, more 
than one-fourth of lenders surveyed continued to report tightening underwriting 
standards, while none reported easing underwriting standards.^ 

Nationally, prices for CRE properties as measured by the Moody’s/REAL 
Commercial Property Price Index are more than 40 percent below their October 2007 
peak. As of fourth quarter 2009, quarterly rent growth has been negative across all major 
CRE property types nationally for at least the past year. Asking rents for all major CRE 
property types nationally were lower on a year-over-year basis.* 

The most prominent area of risk for rising credit losses at FDlC-insured 
institutions during the next several quarters continues to be in CRE lending. While 
financing vehicles such as CMBS had emerged as significant CRE funding sources in 
recent years, FDIC-insured institutions still hold the largest share of commercial 
mortgage debt outstanding, and their dollar volume exposure to CRE loans stands at a 
historic high. As of December 3 1 , 2009, CRE loans totaled almost $1.8 trillion, or 24.9 
percent of total loans and leases. In terms of concentrations of credit, CRE at FDIC- 
insured institutions represented 133 percent of total risk-based capital, lower than the 151 
percent seen one year earlier, but still significantly higher than levels at the beginning of 
the decade. 


’ Federal Reserve Board, Senior Loan Officer Opinion Survey on Bank Lending Practices, January 2010, 
httD://\vww.federalreserve.aov/boarddoc.s.^SnLoanSurvev/ 

* Property and Portfolio Research 
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The large and widespread decline in the value of residential and commercial real 
estate over the past two to three years represents a major dislocation to certain lending 
markets. Small firms tend to borrow on a secured basis because it helps them obtain 
more credit on more advantageous terms than would be the case for an unsecured loan. 
As of September 2009, just over half of the total liabilities of nonfarm noncorporate 
businesses (many of which are small businesses) took the form of mortgage loans. 

It is clear that the decline in the value of collateral impacts the ability of business 
borrowers to obtain new credit or renew existing lines. In many instances, this can result 
in fewer new loans being granted, less additional credit being made available under 
existing lines, and demands for additional collateral. Declines in real estate values have 
reduced the collateral coverage for many secured loans, raising their effective loan-to- 
value ratio. 

The widespread problem of eroding collateral positions represents a serious 
dislocation in small business loan markets at present. It is also a problem that the federal 
banking agencies have directly addressed through the October 2009 Policy Statement on 
Prudent Commercial Real Estate Workouts. While these efforts to help banks and 
borrowers work together can help to reduce unnecessary foreclosures and preserve credit 
relationships in many cases, they can do little to correct the underlying problem of lower 
asset values. This is a problem that can only be resolved over time, as problem loans are 
dealt with and market conditions return to normal. 
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Losses in CRE portfolios thus far have been most prominent in construction and 
development (C&D) loans. As noted previously, noncurrent and net charge-off rates for 
C&D loans are both at record high levels. Outside of construction portfolios, losses on 
loans backed by CRE properties have been modest to this point. Net charge-offs on loans 
backed by nonfarm, nonresidential properties have been just $1 1 .3 billion over the past 
eight quarters. Over this period, however, the noncurrent loan ratio in this category has 
nearly quadrupled to 3.82 percent, and we believe it will rise farther. It is likely that 
increased vacancy rates and lower rental income will translate into more borrowers 
unable to cover their debt service. The ultimate scale of losses in the CRE loan portfolio 
will very much depend on the pace of recovery in the U.S. economy and financial 
markets during the next few years. 

The Role of Bank Supervision 

As federal supervisor for nearly 5,000 community banks in the U.S., the FDIC 
and its examiners uniquely understand that bank lending is the lifeblood of our local and 
national economics. We share Congress’ and the public’s belief in making credit 
available on Main Street and working with borrowers that are experiencing difficulties. 

The FDIC’s bank examiners work out of duty stations located in 85 communities 
across the country, and are both knowledgeable of local conditions and very experienced 
in their profession. Many have seen more than one previous economic down cycle and 
recognize the critical role that banks play in credit availability. We believe that our 
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examiners do their jobs with a keen understanding of the economic environment and real 
estate conditions where banks operate. 

Concerns have been expressed by small businesses, trade groups, and members of 
Congress that the bank supervisors may be contributing to the lack of credit availability, 
and that examiners are discouraging banks from extending small business and 
commercial real estate mortgage loans. There arc assertions that examiners are 
instmeting banks to curtail loan originations and renewals, and are criticizing sound 
performing loans where collateral values have declined. We also have heard criticisms 
that regulators are requiring widespread re-appraisals on performing commercial real 
estate mortgage loans, which then precipitate write-downs or a curtailment of credit 
commitments based on a downward revision to collateral values. 

We recognize that the supervisory process mirrors the underlying economic, 
financial, and managerial challenges that many banks are facing. Even at the most 
troubled institutions, our primary goal is to help the institution return to financial health 
and sound operation. 

I would like to emphasize that FDIC examiners are not directly involved in bank 
credit decisions. Accordingly, the FDIC provides banks with considerable flexibility in 
dealing with customer relationships and managing loan portfolios. We do not instruct 
banks to curtail prudently managed lending activities, restrict lines of credit to strong 
borrowers, or deny a refinance request solely because of weakened collateral value. In 
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addition, we encourage banks to be knowledgeable of local market conditions and closely 
review collateral valuations when a borrower’s financial condition has materially 
deteriorated and a sale of the collateral may be necessary. We would not require a re- 
appraisal for a healthy performing loan. We leave the business of lending to those who 
know it best — the community bankers who provide credit to small businesses and 
consumers on Main Street. The FDIC believes that bank supervision should avoid 
interfering with banks’ day-to-day credit operations. 

To reiterate the importance of bank lending at this critical stage in the economic 
cycle, we have an on-going dialogue with our regional directors about credit availability. 
It has been re-emphasized that examiners should encourage banks to originate and renew 
prudently underwritten commercial loans and work cooperatively with borrowers facing 
financial difficulties. Examiners will not criticize financial institutions for making good 
loans or entering into prudently structured workout arrangements. These expectations are 
consistent with the FDIC’s bank examination process and policy guidance that has been 
issued to the institutions we supervise. 

The crux of many of the complaints about refinancing commercial loans seems to 
center on what is a performing loan. We hear that loans are considered to be in 
performing status by many borrowers because they are current on the interest payments. 
However, in some cases, the interest payments are coming from the loan proceeds — 
often because the borrower is in a deteriorating financial condition. It is difficult for the 
bank, and the examiner, to not consider this situation a potential problem. In other cases. 
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borrowers complain that examiners are telling banks that more equity is needed when the 
collateral goes down in value. To be clear, FDIC examiners focus on borrower cash flow 
as the primary source of repayment during our credit reviews — not on collateral support 
which serves a secondary or tertiary source of repayment. When reviewing loans during 
our examinations, we look at collateral documentation, but also closely focus on the 
borrower’s financial strength, as well as other critical elements of credit support such as 
guarantor support, business cash flow and prospects. The borrower’s willingness and 
ability to keep payments current, especially when economic conditions are stressed, is 
always the primary evaluative criterion for our loan reviews. 

We have also reached out to the industry to help us frame policies and supervisory 
procedures that will help lenders navigate through this credit cycle and become more 
comfortable extending and renewing loans. One of the first steps in this process was to 
establish the FDIC’s Advisory Committee on Community Banking in mid-2009 to better 
enable our Board and senior management to have a dialogue with the industry on how we 
can improve our supervisory programs and foster improved availability of credit. The 
Advisory Committee met most recently on January IS* where we discussed many of the 
issues we are discussing today in this testimony — issues facing the community bankers 
including credit availability and access to the capital markets. We also discussed interest 
rate risk exposure, funding issues and other topics of interest to community bankers in 
this current financial enviroranent. The Advisory Committee will continue to meet 
regularly and provide direct input from community bankers on the many critical issues 
they currently face. Our expectation is that, together, we can come up with creative 
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solutions to address some of the difficult challenges facing the industry. Community 
banks are the lifeblood of their communities, making loans to countless individuals, small 
businesses, not-for-profit organizations and other community-based organizations, so we 
must ensure the continued viability of well-run community banks. 

From a banking policy perspective, the FDIC has issued several statements that 
encourage financial institutions to continue making prudent CRE loans and working with 
borrowers that are experiencing difficulty. We have been providing this encouragement 
since the onset of the current crisis. In March 2008, we issued a Financial Institutions 
Letter on Managing CRE Concentrations in a Challenging Environment which reiterated 
supervisoiy guidelines for managing CRE portfolios, while encouraging banks to keep 
prudent CRE credit available in their markets. At the time, we recognized that credit for 
small business and commercial real estate had become relatively scarce, and our goal was 
to support banks’ efforts to continue lending despite difficult market conditions. 

In November 2008, the FDIC joined the other federal banking agencies in issuing 
the Interagency Statement on Meeting the Needs of Creditworthy Borrowers to encourage 
banks to continue making loans available to creditworthy borrowers and work with 
mortgage borrowers that are having trouble making payments. The banking agencies 
remain committed to this Statement as it promotes lending to creditworthy customers, 
working with mortgage borrowers that need relief, and implementation of appropriately 
structured compensation programs. 
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More recently, in October 2009, we joined the other financial regulators in issuing 
the Policy Statement on Prudent Commercial Real Estate Workouts. This Policy 
Statement encourages banks to restructure commercial real estate loans, applying 
appropriate and long-standing supervisory principles in a manner that recognizes 
pragmatic actions by tenders and borrowers are necessary to weather this difficult 
economic period. 

As I mentioned earlier, the regulators have also issued the Interagency Statement 
on Meeting the Credit Needs of Creditworthy Small Business Borrowers on February S*, 
to encourage prudent lending and emphasize that examiners will apply a balanced 
approach in evaluating small business loans. We believe this statement will help banks 
become more comfortable extending soundly underwritten and structured small business 
loans. 


We will continue our dialogue on credit availability with the banking industry, 
members of Congress, and the public in 2010. As 1 stated earlier, bank lending is an 
essential aspect of economic growth and will be vital to facilitating a recovery. Our 
efforts to communicate supervisory expectations to the industry should help banks 
become more comfortable extending and restructuring loans, and in turn strengthen 
business conditions and hasten a much-awaited recovery. 
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Conclusion 

FDIC-insured banks are uniquely equipped to meet the credit needs of their local 
markets, and have a proven tradition of doing so, through good times and bad. However, 
in the wake of the longest and deepest recession since the 1930s, large dislocations in real 
estate and credit markets are contributing to an economic recovery that is characterized 
by weak private demand and persistent high unemployment. While it will clearly take 
time to fully resolve these credit market dislocations, there is a clear need for policies that 
promote the prompt and orderly workout of existing problem loans and that enhance the 
ability of lenders to make new credit available to qualified household and business 
borrowers. 

In concert with other agencies and departments of the federal government, the 
FDIC continues to employ a range of strategies designed to ensure that credit continues to 
flow on sound terms to creditworthy borrowers. Banks are being encouraged to work 
with borrowers that are experiencing difficulties during this difficult period whenever 
possible. While many challenges remain before us, I am confident that the banking 
industry as a whole is moving in the right direction — toward sounder lending practices, 
stronger balance sheets, and a greater capacity to meet the credit needs of their 
communities. 


- 18 - 



238 


Testimony of David Hoyt 
Head of Wholesale Banking 
Wells Fargo & Company 

House Financial Services Committee and House Small Business Committee 

February 26, 2010 


Chairwoman Velazquez, Chairman Frank, Ranking Member Bachus, Ranking 
Member Graves, and Members of the Committee, I’m David Hoyt, Head of 
Wholesale Banking at Wells Fargo & Company. 

Thank you for the opportunity to be here today to discuss lending and credit 
- topics that are critical to business owners, our business at Wells Fargo, 
and the economic recovery. 

For 158 years. Wells Fargo has focused on working with customers and 
building long-term relationships in the communities where we do business. 
As the number one small business, middle market, and commercial real 
estate lender in America, we have tens of thousands of people in our 
company dedicated to serving the needs of these business owners. 

At Wells Fargo, we have small business lenders throughout the United 
States located in our 6,600 stores in 39 states. We also have 95 offices 
nationwide solely dedicated to serving the needs of middle market 
companies. 
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Wells Fargo serves more than two million small businesses and has 
relationships with over 15,000 middle market businesses nationwide. We 
bank approximately one out of every ten small businesses and one out of 
every three middle market businesses in the country. When businesses need 
credit, we are prepared and eager to lend to them. 

In many cases we have banking relationships with customers that have 
spanned multiple economic cycles. We proactively work with borrowers that 
may be experiencing difficulties and encourage them to have conversations 
with us as early as possible so that we are able to explore alternatives. 

Many business owners in America are hurting. Our recent Wells 
Fargo/Gallup Small Business Index surveyed in January showed us that 
business owners’ current financial situation - which in our survey, is 
comprised of business owners’ perceptions on cash flow, revenues, capital 
spending, credit availability and job hiring - is at a seven-year low. 


At Wells Fargo we are doing our part to get consumers and businesses back 
on their feet by making credit available to credit-worthy borrowers in the 
communities where we do business. In 2009, we extended over $40 billion of 
new credit to our business borrowers. 
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While credit availability has improved since early 2009, we continue to read 
media stories and hear directly from business owners who are concerned 
about being able to obtain the credit they need to run their businesses. 

We also see that demand for business credit has remained soft through the 
fourth quarter of 2009. 

In our opinion, the reality of weaker loan demand as well as the perception of 
the lack of availability of credit is rooted in several factors. 

First, the economy has taken a toll on the credit and financial capacity of 
many businesses, reducing their cash flow and capacity to repay debt. At 
Wells Fargo, we rely on the fundamentals of sound credit underwriting and, 
as a responsible lender, only extend credit to borrowers that demonstrate 
the ability to repay it. 

Second, asset values have declined from much higher levels which existed 
at the top of the economic cycle. In particular, the commercial real estate 
market has seen significant declines - which I will discuss later. Businesses 
that relied on the value of these assets to borrow can’t borrow as much 
against them today. 

Third, given the uncertainty of the current economic environment, we see 
our borrowers being more conservative - stocking less inventory and 
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making fewer capital investments - which reduces their need to borrow. On 
average, utilization rates of our middle market customers’ lines of credit 
have dropped from normal rates in the 40s to 35 percent. 

This behavior is consistent with prior economic cycles and we would expect 
both line usage and demand for credit to normalize as the economy 
improves. 

Finally - loan structures and terms are more conservative now than at the 
peak of the economic cycle - and we believe appropriately so. The 
increasingly aggressive extensions of business credit were partially 
responsible for the current financial crisis. Borrowers that accessed credit 
on those terms find the terms of credit extended today more restrictive. We 
believe that a return to more prudent lending standards is important to a 
sound financial system. 

Turning to the commercial real estate market, we hear a lot of concern about 
the availability of credit. The commercial real estate industry has been 
particularly impacted as asset values have decreased significantly leaving 
many borrowers and lenders in a position where loans exceed the value of 
the property securing them. 
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During the last decade, the commercial real estate market saw substantial 
amounts of liquidity entering the market which reached an all time high in 
2007. As a result, valuations increased as investors were willing to accept a 
lower return on a given stream of cash flow. Returns to investors - which 
generally had been in the eight to nine percent range historically- dropped to 
six percent or less - a level which, in our experience, was unsustainable. As 
the economy slowed, returns reverted to normal levels. Adding to the 
problem, weaker tenant demand and tenant failures are resulting in a decline 
of cash flow generated by individual properties. The combination of these 
issues has resulted in declining property values, in many cases 40 to 45 
percent. Lenders and property owners alike are now faced with the difficult 
reality of significantly lower asset values. 

Our recent experience is that there is substantial liquidity available in the 
market to deal with these issues on a macro level - although these 
resolutions are often economically painful to individual owners and lenders. 
In our opinion, this is not a short-term problem and our expectation is that it 
will take some time for the problem of overvaluation of commercial real 
estate to work its way through the system. 

Being Part of the Solution 

There is work to be done and we want to be a part of the solution for 
individual business owners and the economy in general. 
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More than ever, our bankers are staying close to their customers to 
understand and help them with their current circumstances as well as their 
future borrowing needs. 

Over the last year, Wells Fargo hired 1,500 store bankers to service the 
needs of our customers. We expect to add at least 700 more this year. 

When lending to small businesses, we are taking time to re-evaluate the 
loans we have declined. We take a second look at declined loans because we 
want to make every good loan we can. 

We are also educating small business owners so they can make better 
financial and credit decisions. Through the education section of our 
dedicated small business website we offer a comprehensive library of online 
advice tools including videos covering important business topics such as 
credit, financing, retirement pianning, expense control and revenue growth. 
Additionally, through Wells Fargo’s Diverse Business Services programs, we 
are providing outreach and education to the fast-growing women and diverse 
business owner segments. 

We also support provisions in the America’s Recovery and Reinvestment Act 
of 2009 intended to incentivize small business lending. Specifically, we have 
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found that the fee waivers on the SBA 7(a) and 504 programs, as well as the 
90 percent guarantee, have proven to be successful and effective in helping 
small businesses owners access the credit they need. We encourage 
Congress to extend the reauthorization and funding of these provisions 
when they expire at the end of the month. 


Moving Forward 

There are some positive signs in the market. While loan demand is still soft, 
it has improved over the last several months. 

• Businesses that are applying for credit are generally stronger than a 
year ago. 

• Competition for welNunderwritten loan opportunities has increased 
over the last few months - leading to healthy and strong competition 
between financial services providers. 

• Liquidity in the markets has also improved - particularly in the 
commercial real estate industry. 

• Business owners reported in our last Small Business Index that they 
are more optimistic about the future and expect future revenues, 
capital spending and cash flow to improve over the next 12 months. 
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As we all travel along the road to economic recovery, Wells Fargo maintains 
our commitment to helping businesses owners - large and small alike - 
succeed financially. 

Madame Chairman, Mr. Chairman and Members of the Committee, thank you 
and I would be happy to answer questions. 
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Chairwoman Velazquez, Chairman Frank, Ranking Member Graves, Ranking Member Bachus, and 
Members of the Small Business and Financial Services Committees, thank you for the opportunity to testify 
today on behalf of the National Association of Small Business Investment Companies (NASBIC) regarding 
the state of small business lending. Clearly banks are critical to small business lending, but non-bank lenders, 
such as Small Business Investment Companies (SBIC) are an important and often overlooked part of the 
equation. When the Treasury and the Small Business Administration held a summit on small business 
financing last November, the only small business participant at the small business forum who said he had 
adequate access to capital was backed by an SBIC. Small businesses need more SBICs. 

My name is Charles McCusker. I am a founder and a managing partner of the Patriot Capital family of 
investment funds. Patriot Capital holds three Small Business Investment Company (“SBIC”) licenses and in 
conjunction with its predecessor ftmds, has been investing in small businesses for two decades. Under its 
three licenses. Patriot Capital has provided investment capital to 64 small businesses and the Patriot Capital 
portfolio of companies employs over 1 0,000 people. 6,000 of these jobs were created as a direct result of our 
in investments. 

SBICs are very small, highly regulated private investment funds that invest capital exclusively in domestic 
small businesses, primarily through long-term debt investments. The SBIC program has been operating with 
bipartisan support since 1958. Under this program, funds raise private capital from institutional and 
individual investors and, upon licensure by SBA, can access low cost leverage to multiply the amount of 
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capital available for small business investment. Through fees and interest payments, the SBIC Debenture 
program operates at a zero subsidy rate and does not require or receive annual appropriations from Congress 
to provide leverage. One of the keys to the success of this program is the fact that all taxpayer dollars are 
repaid to SBA before investors begin to receive any return of their investment capital. Unlike some other 
types of private equity, SBlCs generally provide growth capital and expertise to support small business 
owners and managers. SBICs have provided some of the early capital for such well-known companies as 
Federal Express, Intel, Outback Steakhouse, Staples, Quiznos, and hundreds of companies that are listed on 
the NASDAQ. 

In the autumn of 2008 small business lending dramatically tightened following the financial meltdown. 
Credit lines for many companies were reduced or pulled entirely and many small businesses were 
immediately limited in how their businesses could operate. Across most industries, the result was decreased 
production, increased unemployment, and a substantially reduced taxpayer base. Access to senior debt, 
usually provided by banks, largely disappeared and many small business transactions froze. Almost eighteen 
painful months later, the capital access problem for small businesses remains. It has thawed to a degree - 
senior debt may be available but it is very restrictive. For example, we have a recycling company in the 
Midwest that has struggled but survived the economic downturn, met every expectation that they laid out to 
the bank and yet the bank continues to reduce the amount of credit available to this company. And while 
debt capital would be available if the company were on a larger scale, small businesses like this paper 
recycler are having serious problems accessing capital. While there have been some recent signs of bank 
credit availability for small businesses increasing, there are still reasons for concern as small businesses still 
have limited access to long-term capital. 

This is where SBICs fill the capital void in the marketplace. SBICs function in a symbiotic relationship with 
banks. Banks are not competitors, but are major investors in our funds and are sources of daily credit for the 
businesses in which we invest. SBICs fill an important and unique role in providing capital to small 
businesses. SBICs generally provide long-term capital in the $500,000 to $5,000,000 range, a range in 
which banks are often not comfortable lending, particularly smaller community banks. SBICs also invest in 
small businesses which, despite being solid companies, are considered too risky for banks to consider worthy 
of credit. For example, in FY 2009 SBICs made over 20% of their investments in Low and Moderate Income 
areas and well over 90% of investments held by SBICs were in smaller enterprises. In addition, banks are 
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often more comfortable lending to small businesses with SBlCs as long-term capital investors. The country 
needs more SBICs in total and more SBICs in underserved markets. For example, some very large states 
only have two active SBICs and some smaller states have none. 

Over the last decade, our three Patriot Capital fimds collectively have invested over $200 million in 64 
domestic small businesses in 23 states (AZ, CO, CT, FL, GA, IL, KY, LA, MD, NC, NJ, NV, NY, OH, OK, 
OR, PA, SC, TN, TX, UT, VA) and these businesses employ over 10,000 people. Over 6,000 of these jobs 
were created as a direct result of our investment. We have businesses in multiple industries and very few are 
immune to the current lack of liquidity in the market place. Several veiy solid, well-managed companies in 
our portfolio, from the Midwest paper recycler to a Southeastern trucking company to an East Coast 
telecommunications manufacturer to a rural provider of natural gas equipment, would have been put out of 
business and liquidated by their banks if not for the SBIC program and the capital we can bring to support 
these small businesses. In approximate numbers, these four companies represent over $100 million in 
revenue and over 600 American jobs. These may not seem like large numbers, but they are huge numbers to 
their employees and their hometowns. Also, consider that these four companies represent only 4% of our 
portfolio and Patriot Capital, while collectively one of the largest SBIC licensees, still represents less than 
2% of the SBIC program. Stories like this can be told by every one of the SBICs in the marketplace. It is a 
fact that it is faster and easier to save and create jobs in a solid small business than it is to create them from 
scratch. 

Thanks to the leadership of Chairwoman Velazquez and the Small Business Committee, last year Congress 
passed a number of SBIC improvements that were signed into law via the Recovery Act. Last fall, the Small 
Business Committee passed a bipartisan reform of the SBIC program that is still pending in the Senate. With 
these Congressional actions and the Administration’s appointment of quality officials at SBA, the SBIC 
program is experiencing a renewal that should release billions of dollars to small businesses without any 
additional cost to the taxpayer. In 2008 only six SBIC licenses were issued. Only a few months into FY 
2010, SBA has already issued eight new licenses. Further, there are approximately 50 more funds currently 
in the application pipeline. If most of these ftmds are licensed it is reasonable to expect that billions of 
dollars will soon be flowing to small businesses, again at no cost to the taxpayer. If the House passed SBIC 
improvement legislation is enacted, that number could increase by another couple of billion dollars. 
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However, without private sector investment these SBICs in fomiation cannot get their licenses and cannot 
get capital flowing. 

Despite the laudatory efforts of the Administration and Congress to folly utilize the SBIC program to 
facilitate capital flowing to small businesses, there are a number of issues which are currently chilling 
institutional investment in SBICs and therefore denying small business access to credit. ITie key to the 52- 
year success of the SBIC Debenture program is the fact that private capital leads and SBA leverage follows. 
No taxpayer money is at risk until the private money is lost (a very rare occurrence). Policymakers should 
remove barriers and create incentives for private investment in SBICs. 

Bank Investment in SBICs 

The day after the President announced his proposal to ban all bank investment in private equity, a number of 
banks immediately suspended their investment commitments to SBICs in formation. Banks do not want to 
invest in SBICs and a few months later find out that they may have to divest their positions. Some SBIC 
fonds have 100% of their capital coming from banks. While 100% is no the norm, 40-50% is common. If 
bank capital is harmed from SBICs, then the wave of SBICs currently in formation will have a much harder 
time raising the required private capital - many will not get licensed. The result will be fewer SBICs and the 
loss of over $2 billion of capital to small businesses. As an important matter of legislative history, prior to 
Oramm-Leach-Bliley, when banks were severely limited in their ability to take equity stakes in companies, 
bank investments in SBICs were explicitly allowed and encouraged. Bank involvement in highly regulated 
SBICs is completely unrelated to hedge funds or other unregulated financial investment fonds and ofifer no 
systemic risk. 

CRA Credit for Investment 

The Community Reinvestment Act has been an effective incentive for banks to invest in SBICs and needs to 
be strengthened significantly. To oversimplify a bit, about 25% of a banking institution’s CRA score is 
derived by the bank examiners’ review of bank investments. Given the nature of the SBIC and their 
limitations to exclusively invest in small business, banks have received dollar for dollar credit for investing 
in SBICs. In the past nine months that has changed - although there has been no change in regulations or 
statute. Suddenly a few banks are being told by their regulators that the amount of CRA investment credit 
they will receive is far from certain. The net effect of this unexplained change in direction by a handful of 
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regulators is that some banks have stopped investing in SBlCs. One major bank has stopped investing 
entirely and another major bank is actively considering ceasing investing in SBICs. This change is cutting off 
capital to small businesses. This policy change is particularly damaging to underserved areas because many 
states do not have any SBICs or have too few for their size. Causing confusion on CRA credit limits the 
creation of new funds and therefore limits increases in the diversity of new SBIC licenses. As mentioned 
before, if SBICs do not have access to this institutional investor group, this important small business 
program will be in jeopardy. Regulators should reaffirm that bank investments in SBICs will receive full 
credit for the investment portion of their CRA score. 

Community Bank Capital - TABP 

In addition to the above mentioned reasons for reductions in bank investment in SBICs and despite the 
excellent returns on invested capital, there is another reason for reductions in bank investment and lending - 
they simply don’t have or don’t want to put more money to work while their regulators are aggressively 
scouring their books. Banks are being asked to lend more while he required to reserve more. It is this very 
reason, that the Obama Administration recently proposed providing $30 billion in unused TARP funds to 
community banks expressly for small business investment. This promising proposal should help community 
banks lend more and is a welcomed development. However, this proposal also presents an opportunity to 
use the billions in dormant SBIC leverage that could help thousands of small businesses and result in job 
creation. If community banks were provided legislative incentive to invest only three (3%) percent of this 
money in CRA-eligible SBICS then the SBIC mechanism would quickly relea.se nearly an additional two 
billion dollars in capital for growing small businesses without any additional cost to the taxpayer. At a 
minimum, the Administration or Congress should issue public guidance to banks that they are allowed to use 
these new funds to invest in SBICS. Setting aside a fraction of this capital for community banks to invest in 
SBICs would be even more beneficial to small businesses. 

Capital Gains 

Although your two committees do not have direct jurisdiction over tax policy, it is important to discuss the 
President’s proposal for zero capital gains for qualified small business investments. This proposal is a 
healthy incentive to provide private capita! to small businesses. However, this proposal could have a much 
bigger impact if it were to specifically include SBICs. Because of the money multiplying nature of the SBIC 
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program, applying this tax incentive to SBICs would triple the benefit to small businesses. We would 
encourage that SBICs be explicitly included in this lax provision. 


Thank you for the opportunity to testify at this joint hearing. I would welcome the chance to share my first 
hand small business knowledge and answer any questions you may have. 
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Thank you, Chairwoman Velazquez, Chairman Frank, and Members of both Committees. 

Many small businesses continue to have problems getting access to capital. We know 
this is a situation that must be fixed. Small businesses have created about 65 percent of 
the net new private jobs over the past 15 years, so we know we need a robust small 
business jobs plan that addresses these credit gaps 

With your help, we’ve already taken an important step forward. I want to thank Congress 
for passing the Recovery Act and the subsequent extension of SBA’s 90 percent guaranty 
and reduced fee provisions. Over the past year, this helped us leverage $500 million in 
taxpayer dollars into more than $20 billion for small businesses. This also helped bring 
back more than 1,100 lenders who hadn’t participated in SBA lending since at least 2007. 
Compared to the depths of the recession in the weeks before the Recovery Act - when 
lending was at rock bottom - that reflects a weekly volume increase of more than 90 
percent. 

These provisions have helped, but we know gaps still exist. Small businesses and their 
lenders are asking SBA to step up in even more ways. We analyzed the issues in today’s 
credit market, and we have constructed a targeted series of proposals that fill the most 
critical gaps that exist. 

The resulting Jobs Plan is guided by three key principles: build on what works, maximize 
limited taxpayer dollars, and make targeted changes as quickly as possible. The plan has 
five key components. 
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The first problem is that some community banks which make the most loans to small 
businesses don’t have the capital to lend. That’s why the President proposed a $30- 
billion Small Business Lending Fund to provide community banks low-cost capital with 
incentives to increase their small business loans beyond 2009 levels. 

The second problem is that many banks are still having trouble taking risk even with 
creditworthy small businesses. That’s why the Administration and small businesses have 
spoken out in support for extending the 90 percent guaranty and reduced fees through this 
fiscal year. These funds ran out this week and we are working with Congress to secure 
additional funding for an extension through September. Since Monday, there are about 
250 loans totaling more than $90 million in our queue awaiting this possibility. 


Quarterly Gross 7(a) and 504 Loan Approvals 
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The third problem is that many small businesses need bigger SBA loans, including 
franchisees, manufacturers, exporters, and others. By increasing our top loans from $2 
million to $5 million, we can help them create jobs quickly. 


Percentage of SBA Loans Over $1.5 Million 
(FY 2005 -FV 2009) 
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The fourth problem is that small businesses can’t find access to working capital. Many 
small firms are seeing an uptick in sales and need to make hires or restock shelves 
quickly. By temporarily raising SBA Express loans from $350,000 to $1 million, we can 
help them regain traction and growth. 


Comparison of SBA Express and Overall 7(a) Loan Program 
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The fifth problem is commercial real estate mortgages are set to mature in the next few 
years for many owner-occupied small businesses. It’s important that we prevent 
creditworthy firms from facing unnecessary foreclosure and lost jobs. That’s why the 
President proposed temporarily opening up SBA’s 504 program for refinancing. This 
will allow small businesses that are current on existing debt to lock-in stable, long-term 
financing in the face of declining real estate values, while freeing up banks to make even 
more small business loans. 

We know that a critical part of our job at SBA is to facilitate the connections from 
entrepreneurs and small business owners to private lenders - we call this approach Direct 
Access. We need to make sure that creditworthy small businesses can find their way to 
banks that are lending. For example, we are working to get all of you the names and 
contact information for SBA lenders in your areas - and to make this information more 
readily available to your constituents online, in our offices, and through our resource 
partners. 

And when an entrepreneur or small business owner is not creditworthy, we are committed 
to providing free counseling services through our extensive network of volunteer and 
affiliated counselors. Each year, they help thousands of small business owners refine 
their business plans and strategies not only to become more creditworthy, but also to be 
more successful and create more jobs in the long run. 

Again, our principles are these: build on what works, maximize limited taxpayer dollars, 
and make targeted changes as quickly as possible. We know that problems in the credit 
market still exist, but we are confident that - with this plan, and hard work and outreach 
from our SBA infrastructure and throughout the Administration - we can fill those gaps 
and meet the needs of small businesses. 

I look forward to your comments and questions about the Jobs Plan and SBA’s efforts to 
help ensure that small businesses can continue to lead America to full economic recovery. 
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“CONDITION OF SMALL BUSINESS AND COMMERCIAL REAL 
ESTATE LENDING IN LOCAL MARKETS” 


Good afternoon Chairman Frank, Chairwoman Velazquez, ranking 
member Bachus, ranking member Graves and members of the Committees, 
my name is Cathy Nash and I am the President and CEO of Citizens Republic 
Bancorp (a $12 billion bank headquartered in Michigan and serving the upper 
Midwest). I am also a member of the Board of Directors of the Consumer 
Bankers Association (CBA). For more than 90 years, CBA has been the 
recognized voice on retail banking issues in the nation’s capital. Member 
institutions are the leaders in all areas of consumer financial services, 
including small business lending. CBA members include most of the nation’s 
regional and super community banks, as well as the largest bank holding 
companies that collectively hold two-thirds of the industry’s total assets. 
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I am pleased to have this opportunity to appear before you today to 
discuss the issues surrounding small business and commercial real estate 
lending. As we seek to continue to move our economy, indeed our country, 
back on the path of stability and prudent growth, it is important to seek input 
and engage in vigorous debate with those most able to influence that path. 

In my positions with Citizens Republic and CBA, I see that the 
challenges we face in serving our clients, protecting our depositors and 
navigating through the current economic climate have been magnified. As a 
bank we ask, how much capital is enough? Some would now say, in the view 
of the crisis we experienced, that a bank can never have too much capital. 
With an uncertain view of the near future, regulators must focus on protecting 
the bank’s depositors. The best way to do that is require banks to hold more 
capital. However, every dollar of capital a bank carries to cover a potential 
bad loan is a dollar that cannot be lent to a business owner. It is a dollar that 
cannot help a community recover and grow by adding jobs. 

It is exactly the holding of more capital that adds to the cycle’s length 
and severity. By holding capital and therefore making fewer loans, or 
actively shrinking the bank’s balance sheet to preserve even more capital, 
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businesses cannot grow and hire because their capital access has been 
restricted. 

As banks have navigated through (his cycle, it is clear that some of the 
practices of the last decade must be curtailed and this impacts those businesses 
seeking to borrow today. In the past, banks competed vigorously for new 
loan clients. While most banks had strong credit criteria and policies, too 
often those were overridden to “win” a deal. In today’s environment, we 
have not loosened nor tightened our standards. We are holding every loan 
opportunity up against those policies. This may feel to a borrower as if the 
bank is getting more restrictive when, in fact, we are following long- 
established policies. 

In our markets, we saw some banks close credit lines via letters that 
clients brought into our branches. We have seen competitors exit industry 
segments and geographies. For business clients, we look at each borrower 
discretely. Based on their plans and forecasts, we have tried to size our lines 
of credit based on their business need. For example, a long standing client 
with a $2 million line of credit that has never been drawn down causes the 
bank to hold capital against that line, although never used. So we might work 
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with that client to reduce the line to better match their business needs and 
forecasts. To some clients, this may feel like a significant reduction. Our 
goal continues to be to ensure we meet our clients’ needs and manage our 
capital requirements. 

Commercial real estate lending is driven by lower occupancy and/or 
lower rents paid by tenants or on the building side, slower sales that result in 
lower prices. These factors in turn drive the appraisal of the properties and 
our ability to lend to the level that we originally thought we could. For 
example: we have a client who wants to build an office building - a $10 
million project. Presales did not come through and those that did were at 
lower rent rates. Our client believes the market will “come back” but is 
unwilling to put in additional money to maintain the loan-to- value that we look 
for per our credit policy. 

Recent changes and proposals have been made that should have a 
positive impact. Last fall, the FFIEC’s policy statement on Commercial Real 
Estate Loan workouts was issued. I do not believe this was issued with the 
intention to increase commercial real estate lending, but rather to provide 
guidance on how to manage those commercial real estate clients you have that 
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are faced with devalued property. Simply put, we don’t have to move a 
project that has cash flow into non-performing simply because the appraisal of 
the property is lower. We were encouraged to complete the analysis of our 
portfolio by our regulators. As to whether the regulators supervision has been 
consistent - we are just entering our loan review exam with our regulators, so 
that remains to be seen. 

Finally, the president’s recent proposal and HR 3854, with proposed 
changes to SBA loans, are also positive steps. Providing revolving working 
capital - this primary use of SBA express loans is more critical today than 
ever - by increasing the limit to $1 million on those loans, allows us to work 
with an even greater pool of borrowers to properly position them to 
successfully navigate the next few years in this cycle. 

The president’s second proposal, to allow for refinancing of owner 
occupied commercial real estate loans under the SBA 504 program, is also a 
very positive move. Today, those loans cannot be used to refinance maturing 
debt. This change opens the door for borrowers to access long term fixed 
rates (20 year fixed for 40% of the loan need), something very important in an 
uncertain time and a view of rates eventually rising. 
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Without going into a review of each HR 3854’s provisions, generally 
the increase in 7(a) loans from $2 to $3 million is good, but could have a 
much greater impact, since it is allowable for debt refinance, if it was 
expanded to $5 million. The 90% guarantee on the 7(a) loans as well as 
simplifying the process will get more banks participating in the program, so 
that is also a positive. 

The ARC Loan program is well intended but may not be enough to get 
bankers to use it, as it essentially asks the bank to certify that the borrower is 
in financial hardship and at the same time certify that the borrower will be 
able to pay the debt back to qualify for the loan. 

In your invitation, you asked how banks can, as a practical matter, best 
fulfill their fundamental role as intermediaries in the credit markets consistent 
with prudent lending standards and strong capital requirements in a period of 
extreme financial and economic stress. That is indeed the key question. 

Good borrowers, who have the willingness and capacity to repay, will always 
find a loan. Those borrowers with weaker financials will find it more difficult 
to meet the credit requirements of their bank. The fundamentals of capacity 
and willingness to repay must be established once again as a hallmark of 
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lending activity. This will happen, one borrower at a time, by bankers who 
know and understand them. We thank you for continuing to look for ways to 
improve small business and commercial real estate lending. The CBA is 
committed to working with the members of both committees to achieve this 
goal. 
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The National Association of Development Companies (NADCO) is pleased to testify before the 
House of Representatives Committee on Small Business and Committee on Financial Services 
about the condition of commercial real estate lending and the related need to improve access to 
capital by small businesses. 

NADCO is a membership organization representing the Certified Development Companies 
(CDCs) responsible for the delivery of the SBA 504 program. We represent more than 260 CDCs 
and more than 250 affiliate members, who provided more than 95% of all SBA 504 financing to 
small businesses during 2009, as well as many other small business programs and services in 
their communities. CDCs are for the most part not-for-profit intermediaries with a statutory 
mission to provide community and economic development through the delivery of the SBA 504 
loan program and other economic development programs and services customized to the needs 
of their respective communities. 

NADCO would like to thank Chairman Barney Frank, Ranking Member Spencer Bachus, 
Chairperson Nydia Velazquez, Ranking Member Sam Graves, and the two Committees, for 
continued support of small business and small business lending in America, and for your focus 
on the critical need for access to capital in order to restore growth to our economy. We would 
like to especially thank Chairperson Velazquez for her leadership in gaining passage in the 
House of H. R. 3854, the Small Business Financing and Investment Act of 2009, late last year. 
This bill contains many program enhancements our industry has long advocated, and we have 
urged the Senate to carefully consider passage of many of these program changes. 

NADCO’s member CDCs work closely with SBA and our lending partners (generally banks and 
federal credit unions) to deliver what is certainly the largest and most successful federal 
economic development finance program in history (since 1986, over two million jobs have been 
created via the authorization of $50 billion in 504 loans that leveraged over $90 billion in private 
investment). 

How the Small Business Commercial Real Estate Sector is Different 


Commercial real estate financing is different from residential financing in several key ways. 

First, commercial real estate financing for small business is part of a much larger market of 
overall commercial real estate, which includes investor-owned hotels, office buildings and even 
multi unit residential properties. For small businesses that own their own properties, these 
commercial properties are the “homes for their businesses”, so the fate of the financing on these 
properties has serious ramifications, not only on the businesses that own them, but also on the 
lenders that loan on them, and on the employees whose jobs are provided by these companies. 

Second, unlike SBA loans, conventional loans to small businesses for commercial real estate, are 
structured very differently from residential financing. While the typical residential home loan is a 
30 year loan, these loans typically have long amortizations, but drastically shorter due dates— 
essentially balloon note financing. Whether fixed or variable rate, these loans are generally 
written with 5, 7 or 10 year terms, at which time a balloon payment comes due. The historic 
assumption is that at loan maturity, a lender will renew or re-write the loan for another 5 or 10 
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years. However, this will not be the case for many small businesses seeking to renew their 
conventional commercial real estate loans over the next several years. 

What the Experts Say 

Experts have been raising significant concern about the condition of the commercial real estate 
market in this country for over a year now. 

► In April of 2009 Deutsche Bank issued a study titled “The Potential Refinancing Crisis 
in Commercial Real Estate”. In this report Deutsche Bank identified that over the next 4 years, 
there would be approximately SI. 2 Trillion of commercial real estate financina coming due from 
commercial mortgage backed securities (“CMBS”), insurance companies and banks. They point 
out that many of these loans, whether performing on payments or not, may not be renewed. The 
report indicates that. . .’’To date, most market participants have dismissed the seriousness of the 
future refinance issue claiming that lenders will simply extend maturities for loans that fail to 
qualify. Such an approach might prove fruitful where non-qualifying loans were a small portion 
of the total. However, our analysis suggests that the percentage (of non qualifying) loans is likely 
to be 60 to 70% or more [of those loans coming up for renewal].” 

► In October of 2009 at the request of our industry, Credit Suisse conducted a study 
titled “What About Small Loans?” In order to estimate the effect of the crisis predicted by the 
Deutsche Bank study on small business commercial real estate loans, the Credit Suisse study 
looked at commercial loans made prior to 2008 using commercial mortgage backed securities or 
“CMBS”. Their analysis concludes that “. . .Almost 10,000 CMBS loans will mature prior to 
2014.” This study did not include the number of or amount of other conventional commercial 
real estate loans to small businesses that would be added to that total. 

► Also in October of 2009, Mark Zandi, Chief Economist at Moody’s Economy.com 
testified before the Joint Economic Committee on the state of the economy, one aspect of which 
he referred to as the “commercial real estate bust”. In his testimony on this issue he indicated 
that. . .’’More disconcerting is that even commercial property owners with substantial equity, 
solid tenants and positive cash flow are unable to refinance mortgages as they come 

due. . . .Unfortunately, the CMBS market remains closed and traditional portfolio lenders such as 
banks, insurance companies and pension funds are not offering to refinance...” 

The Effects of the Economy on Small Business Real Estate Lending; 

504 financing traditionally provides long term fixed rate financing to companies that are 
established and ready to implement a program of substantial growth. A CDC’s 504 loan clients 
are those smalt firms that are successfully growing their companies, expanding their businesses, 
locations and plants, and hiring new workers. These firms have historically created an average of 
one new job for every $65,000 in 504 loan amount (historical job creation average exceeds this 
requirement). 

Although a record number of 504 borrowers have been adversely affected by the recession, it is 
not 504 or SBA borrowers that are at risk from losing their performing loans because of a 
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balloon payment or a commercial property valuation. The companies that will be most effected 
by this commercial real estate financing crisis are those with conventional loans — loans with 
balloon payments coming due over the next several years. In addition to the challenges 
summarized above, these companies, and as a result their lenders are faced with a “perfect 
storm” which includes the following. 

For business financing in general a combination of the recession (resulting in lower sales) and 
the credit crisis (resulting in a near-collapse of credit availability) have severely restricted access 
to capital for small businesses for all types of uses, including commercial real estate. The 
downturn in sales and business revenues has resulted in declining net income and weaker 
financial statements making it harder for companies in every business sector to qualify for the 
financing they need. 

The credit crisis and what is deemed by regulators to be a significant concentration of 
commercial real estate lending has forced banks to focus on rebuilding of their capital, rather 
than lending it out. This is particularly true for small and regional community banks that tend to 
traditionally hold a larger share of commercial real estate on their books compared to large 
money center banks. Additionally the credit crisis has effectively destroyed the secondary market 
for conventional bank loans. This is a market that many large and virtually all community banks 
have relied on for decades for a source of funds and liquidity through sales of their loans. 

As a reaction to the above, it is no surprise that lenders of all types have become far more 
cautious in granting loans to static, or even shrinking, small businesses. Historically it is a natural 
response to an economic downturn for lenders to become more conservative. However in this 
combination of a severe recession and major capital markets crisis, CDCs are experiencing banks 
of all types tightening their credit boxes to unprecedented levels. 

Solutions for Providing More Small Business Loans: 

To get America out of this recession, we must help small business stabilize and then get small 
businesses growing again and creating new jobs. It is well recognized that it is small business 
that is the perennial job creating segment of our business infrastructure. Yet, the focus of so 
many federal stimulus efforts has been on large businesses that often create few, if any, now jobs 
for our economy. This approach is not optimal policy and leaves America’s most dynamic 
sector, small business, out in the cold. 

The “grease” that gets the small business jobs engine going is capital: both short term and long 
term funding to pay for business plant and store expansions and for inventoiy, raw materials, and 
labor costs. Without funding, businesses cannot grow. With funding, businesses can finance their 
growth and hire new workers. The fact that the unemployment and under-employment rates are 
so high is an indicator that many small businesses are not yet growing again, 

SBA has existing loan guarantee programs that meet the needs of small business with both short 
and long term capital. The 504 program provides long term funds to businesses to finance fixed 
assets by accessing the low cost funds provided by investors through the public markets. This 
program is delivered by a low cost industry of non-profit Certified Development Companies, 
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which has historically delivered billions in long term capital to thousands of growing small 
businesses each year. 

Today, that CDC industry is providing loans to businesses in every state, but due to lack of 
demand during this very severe recession, the industry is working at less than its capacity. In 
both the Senate and the House, bills have been introduced that would enable our CDC industry to 
provide capital to more small businesses and to meet their long term financing needs. 

Reach Out to More Small Businesses With New Capital: 

Congress and the Obama administration have worked bard to put more fixed asset and working 
capital Ilinding in the hands of small businesses hard pressed by this recession. Our industry 
thanks both the Congressional Small Business Committees for taking a leadership role by adding 
key programs to the stimulus bill earlier this year that are beginning to impact capital access and 
job creation. 

We also recognize the House Small Business Committee for passing H. R. 3854, an SBA 
programs reauthorization bill with numerous beneficial program changes. Foremost among these 
changes is the proposal to increase the maximum 504 loan size from $1.5 million to $3 million, 
and the limit for critical public policy loans would increase from $2.0 million to $4.0 million. 

However, as the Deutsche Bank and Credit Suisse studies show, the on-going financial crisis has 
increased the demands for capital beyond the House-passed now 504 program loan limits. As 
President Obama has advocated, and many banking and industry groups have endorsed, we now 
support the urgent need to provide even greater levels of capital access to healthy, growing small 
businesses. As stated in H. R. 4302, we urge support for a total credit limit to a single borrower 
of $5 million for regular 504 projects and public policy projects, and $5.5 million for small 
manufacturers and energy-efficient projects. 

While such limits would not often be used for a single 504 project, they would be most 
applicable to the provision of added capital to those successful small businesses that are already 
“maxed out” on their 504/ 7(a) eligibility at the current loan levels. History demonstrates that 
successful small businesses that can expand further are those that will create the most new jobs 
in new locations, while minimizing risk of default and potential losses for the 504 program. 

Refinance Conventional Maturin2 & Hieh Cost Debt: 

Our industry strongly recommends that the Committees support the H. R. 4302 proposals to 
assist small businesses by including a temporary expansion of refinancing provisions. There are 
three distinct needs for this program enhancement: 

1 . Maturing debt : Studies have shown that substantial small business real estate debt now 
held by commercial banks, or in the public markets through CMBS pools, will mature in 
the next several years. With pressure from regulators, and deteriorating loan portfolios, 
many banks have either tiglitened their credit standards, or completely withdrawn from 
small business financing. Small businesses, especially those in rural areas, may have no 
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sources of funding to roll over their loans for their business real estate, which can lead to 
lender foreclosures. This occurs for even good firms that can pay their debt costs, but just 
cannot locate sources of funds. 

2. High cost debt : Many small businesses have owned their real estate for years. These 
loans were done when rates were very high, compared to the record low interest rates 
available today. These firms need to conserve cash for working capital and job creation, 
rather than paying high debt costs. By enabling access to today’s lower interest rates, debt 
costs can be decreased and firms can use the savings to pay salaries, expand inventory, 
and hire more workers, rather than pay interest costs. 

3, Access locked up real estate equity : In spite of the decline in real estate values, many 
small firms still have significant equity in their business real estate. They simply have no 
way to access it if they cannot refinance their existing mortgage debt. Enabling these 
companies to both refinance their real estate while providing them with more operating 
cash is a double win for these companies and our economy and will enable them to re- 
invest it in their business operations, expand, and increase job creation and retention for 
their communities. 

We believe that through the benefits offered by H. R. 4302, SBA, the banking industry, and our 
own industry can work together to craft means to assist in these situations and provide fresh 
capital to these small businesses, while retaining sufficient real estate collateral to protect both 
the banks and the taxpayer. We urge Congress to pass legislation to make regulations more 
flexible, especially during this recession in which businesses are collapsing due to lack of 
working capital, even as they sit on substantial real estate equity that they cannot access due to a 
crisis in the nation’s capital markets. 

We also believe that the downside of not taking this action is too great. The Congressional 
Oversight Panel in their Febmary report. Commercial Real Estate Losses and the Risk to 
Financial Stability, “.. .expresses concern that a wave of commercial real estate loan losses over 
the next four years could jeopardize the stability of many banks, particularly community banks.” 
And that “. . .a significant wave of commercial mortgage defaults would trigger economic 
damage that could touch the lives of nearly every American. Because community banks play a 
critical role in financing the small businesses that could help the American economy create new 
jobs, their widespread failure could dismpt local communities, undermine the recovery and 
extend the already painful recession.” 

CONCLUSIONS; 


For many years, 504 has been an extremely cost effective capital access program for thousands 
of growing small businesses that are the core job creators of the American economy. The 
program was in such demand that for several years its growth rate exceeded 20% each year. As 
the country slid into this deep recession, many small business owners decided they could not take 
a risk of continued growth of their firms, so they stopped borrowing all but the necessary 
working capital to maintain their existing operations. 
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It is the sense of both SBA and NADCO that many small businesses are beginning to experience 
an economic turnaround. We can see it in the calls that CDCs are getting about 504. Our 
“pipeline” of loan projects is coming back. Certainly the stimulus enacted by this Congress is 
working, beginning a slow but steady upturn of the American business cycle and the economy is 
beginning to move forward. 

The proposed program changes wc have discussed will dramatically improve 504 as a more 
flexible and effective source of capital at Just the right time for our economy, as small businesses 
begin to ask for long term fixed asset and plant expansion funding. With rapid implementation 
by SBA, 504 will be the right program at just the critical time for small businesses. Wc ask 
Congress to pass H. R. 4302 to provide immediate access to capital for small businesses, and 
work with the Senate to finalize a comprehensive small business bill to help restore the 
American dream of having a job and establishing and owning your own business. 

Thank you for your support of this legislation, and of small businesses across America. 
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The Motor & Equipment Manufacturers Association (MEMA) represents nearly 700 
companies that manufacture motor vehicle parts for use in the light vehicle and heavy-duty 
original equipment and aftermarket industries. MEMA represents its members through three 
affiliate associations: Automotive Aftemarket Suppliers Association (AASA), Heavy Duty 
Manufacturers Association (HDMA), and Original Equipment Suppliers Association (OESA). 

Motor vehicle parts suppliers are the nation’s largest manufacturing sector, directly 
employing over 685,000 U.S. workers and contributing to over 3.2 million jobs across the 
country. Every supplier job creates another 4.8 jobs in local and state economies. Automotive 
suppliers are the largest manufacturing employer in eight states: Indiana; Kentucky; Michigan; 
Missouri; Ohio; Oklahoma; South Carolina; and, Tennessee. Furthermore, suppliers arc 
responsible for two-thirds of the value of today’s vehicles, nearly 30 percent of the total $16.6 
billion automotive research and development investment, and are providing much of the 
intellectual capital required for the design, testing, and engineering of new parts and systems. 

Over the past year, significant and unprecedented government and industry actions have 
prevented a collapse of the automotive industry, the largest manufacturing sector in the United 
States. But without specific attention to the future of the supply base, we will lose important 
manufacturing jobs and capabilities. Over the past three years, MEMA estimates that the country 
has lost over 100,000 supplier jobs; while the Bureau of Labor Statistics estimates that automotive 
suppliers alone will lose an additional 100,000 jobs over the next decade. Forecasters generally 
estimate that 2010 North American vehicle production will increase by at least two million units or 
25 percent (about 10.5 to 1 1 million units), but a recovery will not be sustainable without a stable 
supply base. The future expansion, employment, economic contributions and structural viability of 
the supply base are dependent on continued access to credit. Only through continued coordinated 
action by the motor vehicle industry, the financial community, and the government will the 
industry be able to ramp-up and retooling costs be minimized. 

Access to credit continues to be a pervasive issue for parts manufacturers - particularly small 
suppliers. Even with the improving economy and, specifically, vehicle production schedules, 
25 percent of OESA members report that bank lending terms have actually tightened over the 
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past three months. (See Attachment 1). Without an increase in lending activity, the fragile 
economic recovery is at risk, along with employment growth. 

Despite the recent Federal Reserve Senior Loan Officer Opinion Survey on Bank Lending 
Practices that showed a decrease in demand for small business loans, a pilot loan enhancement 
program in Michigan clearly shows there is pent up demand for borrowing by automotive 
suppliers and general manufacturers that is being underserved by commercial banks. The fact is, 
for months, automotive suppliers in great need for capital have not been served by traditional 
lenders. Eventually, these borrowers give up on commercial banks, causing a perceived slack in 
demand. However, the need has not gone away. Suppliers are forced to turn to alternative 
private equity or other financial sources that may come with undesirable terms or management 
control provisions. 

There remain three fundamental sources of systemic risk in the automotive industry: 
production volumes, asset valuations and supply base consolidation. The State of Michigan has 
a program that addresses these three critical impediments for the suppliers and the bankers: 

• Cash Flow - Even though production will increase in 20 1 0, production will remain at 
least 500,000 to 1 million units below 2004-2005 levels for the next five years. These 
volume levels will constrain revenues and cash flow. This public/private program 
addresses these shortfalls by purchasing a portion of a commercial credit facility and 
offering preferred terms for up to 36 months to borrowers. 

• Collateral Value - While auto physical asset valuations and real estate prices have 
recovered slightly from the first half of 2009, valuations remain too low to support 
automotive asset backed lending. This issue is addressed by supplementing the collateral 
value on loan requests and depositing cash pledged to the bank. 

• Transitional Risk - Consolidation of the supply base continues and often a decision criteria 
to de-source a supplier is not known by an individual bank. By creating a mezzanine (bank 
of banks) model, the risk of a supplier being consolidated out of business can be spread 
among several lenders and offer both debt and equity investment opportunities. 

Michigan started its program in June of 2009 and was flooded with applications. The first 
program appropriation ($12 million) was folly committed within the first five months and was 
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oversubscribed by nearly 300 percent. A second round began in January 2010 and it too became 
inundated with applications. The program has been successful in generating new loans by 
improving the health of the borrower from an underwriting perspective. In order to induce new 
loans in this environment, even healthy banks have to get comfortable with the borrower’s cash 
flow and collateral coverage - the two biggest obstacles to loan approval today. The Michigan 
program is extremely effective in improving this calculus. 

The Manufacturing Modernization and Diversification Act, H.R. 4629, creates a Michigan- 
type program on a national scale. We appreciate the Chairman’s support and co-sponsorship of 
H.R. 4629 and we would like to thank Representatives Peters, Kanjorski and Dennis Moore for 
co-sponsoring the legislation. Slight changes may be necessary to make this legislation work for 
motor vehicle suppliers, but the goals and intents of the bill are important. In addition, MEMA 
supports the Administration’s efforts to unlock credit for small businesses and to improve the 
effectiveness of the Small Business Administration. 

The Administration’s Small Business Lending Fund proposal is a good first step to opening 
up credit for small manufacturers. MEMA supports the efforts led by Representatives Peters, 
Levin and Dingell to combine these two legislative proposals and urges Congress to pass both 
pieces of legislation quickly. 

Additionally, MEMA supports other efforts of Congress and the Administration, MEMA 
believes that the proposed increase in 7(a) loan limits, which is called for by S. 1817, will be 
particularly useful. We greatly appreciate the leadership of Congressman Peters in the passage 
of H.R. 3246, the Advanced Vehicle Technology Act, which was supported by many members of 
the Committees here today when it passed the House with bipartisan support. Finally, we 
support S. 1617 and H.R. 3083, the IMPACT Act, co-sponsored by Congresswoman Kilroy. 
These bills will provide greater access to near- and long-term funding for tbe supply base. 

The Current Situation 

Throughout 2009, MEMA, OESA, and other industry analysts warned about an impending 
implosion of the supply base. The risk was real. Because of this, the industry, the government, 
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and the financial communities all contributed to prevent this implosion. The following events 
were critical in preventing such an implosion: 

> The U.S, Government provided debtor-in-position (DIP) funding for GM and Chrysler 
bankruptcies preventing these companies from liquidating; 

> The U.S. Treasury Auto Supplier Support Program assisted several hundred suppliers; 

> Virtually all GM and Chrysler production suppliers were granted essential supplier status 
in bankruptcy and were paid 1 00 percent of their cure amounts; 

> GM paid its June 2 payables on May 28, supporting the cash flow of many suppliers; 

> Industry production volume ramp-up was delayed until the Car Allowance Rebate 
System (“Cash for Clunkers”) took effect in July and August; and, 

> Major suppliers filing for Chapter 1 1 obtained DIP financing from traditional and non- 
traditional sources preventing liquidation of major component suppliers. 

Even with these noteworthy actions, over 50 U.S. suppliers filed for bankruptcy in 2009 and 
up to 200 suppliers may have liquidated (see Attachment 2). Significantly more bankruptcies did 
not occur because; 

• Many suppliers liquidated without filing for bankruptcy protection; 

• OEMs announced plans to source only 50 to 75 percent of their current supply base on 
future programs, yet these shifts have not fully occurred; and, 

• Many other companies are undergoing out-of-court restructurings with drastic cost- 
cutting measures. 

To survive through this period, suppliers have dramatically reduced their cost structures. 
Surveys of our member companies indicate that over the course of 2009 suppliers reduced their 
estimated North American production break-even point (the level of industry production where 
profitability begins) by 1 million units or almost 10 percent. Such dramatic reductions in a short 
time period are significant. In fact, a recent Towers Watson survey shows that automotive 
suppliers took significantly more radical actions to control human resource costs than the 
broader, national industries. A few of the Tower Watson findings include; 

• Salary Reductions - 7 1 percent of OESA member companies implemented versus 
16 percent of the national sample; 
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• Increased Health Care Premiums - 43 percent of OESA member companies 

implemented versus 25 percent of the national sample; 

• Reduced employer 401(k) match - 57 percent of OESA member companies 

implemented versus 22 percent of the national sample; 

• Mandatory Shutdowns - 69 percent of OESA member companies implemented versus 

18 percent of the national sample; and 

• Reduced Workweek - 74 percent of OESA member companies implemented versus 

19 percent of the national sample 

This means that even with a modest increase in production, suppliers, on average, should be 
above their breakeven point in 2010. However, currently there is significant pressure on the 
entire system to access adequate working capital as production levels increase. There is no 
existing excess cash or inventories in the companies and the supplier industry must look to 
financial institutions to provide this capital. 

Overall, lending continues to be constrained because, in part, there is significant industry risk 
from on-going supplier rationalization actions, volatile production schedules and historically low 
collateral asset valuation levels. All analysts expect an increase in light vehicle production in 
2010 and there must be increased access to capital through the entire supply chain - from the 
largest Tier 1 supplier to the smallest family-owned firm - in order to: 

• Rehire workers and purchase raw materials for production increases; 

• Retool for new programs; and, 

• Restructure internal operations and consolidate external capacities. 

On a case-by-case basis, the lending situation is improving. Still, the pace at which lending is 
improving may not be fast enough to support the industry. As one OESA member stated, “I pay my 
employees weekly, my leases every four weeks, my vendors every six weeks, and my customers pay 
me every eight weeks.” Access to capital is the cushion that keeps our supply base liquid. 

Longer-term capital needs for restructuring, for new model launches, and for technology 
development projects is of particular concern. It is very typical for a $ 1 00 million supplier to 
have $5 to $10 million in customer tooling costs on their own balance sheet. There should be 
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exploration of a national industrial bank to provide stable manufacturing funding in the future for 
tremendous re-tooling needs of the suppliers as well as all manufacturers. 

While there has not been a widespread failure of the system as suppliers have restmctured or 
liquidated, issues regarding access to capital are showing up and an inordinate amount of attention is 
required to keep the supply base running. These are just a few examples from our membership: 

• A minority-owned supplier, which just was announced as an addition to an OEM joint 
research development program, can only obtain a one-year line of credit; 

• A supplier looking for tooling capital for a strong performing OEM was turned down by 
traditional lenders and nearly 100 alternative sources of funds; 

• A number of purchasing executives remain worried about smaller manufacturers in their 
supply base as banks are considering eliminating available credit; 

• A smaller metal fabricating business could not get a loan to purchase equipment for a 
new line to deepen his capital base and keep his Midwest workforce competitive; and, 

• A small metal fabricator could not raise additional capital to invest in his Michigan 
operations and lost the business to Mexico. 

These are not examples of supplier capacity in need of rationalization. These are examples of 
suppliers that are looking to invest in the U.S., to compete against global competition, and to 
support a profitable, productive domestic auto industry. 

Given that the parts supplier sector is operating just above 50 percent capacity utilization, we 
believe that there will be a continued stream of bankruptcies and closures through 2010. MEMA 
expects ongoing closures as the industry continues to operate at low - albeit increasing - 
production volumes. Although much of this is to be expected in an industry in transition, 
adequate capital is necessary to consolidate the industry in a rational, effective manner. A 
majority of OESA members surveyed in January of this year did not report confidence that 
sufficient credit existed for merger and acquisition opportunities. Production disraptions and 
failure of companies with critical capabilities may ensue and the restructuring of the supplier 
industry will cause needless job losses and economic upheaval in communities already hard hit. 
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Focus on Smaller Suppliers 

Given the industry’s significant capital requirements and the general mismatch of funding, a 
steady access to lines of credit and asset-backed loans is essential for the survival of the supply 
base. For example, many small suppliers invest $2 to $4 million for the design, engineering and 
tooling for a component on a new vehicle program. However, typically suppliers receive payment 
for this investment after the launch of production through the piece price of the component. The 
supplier might not begin receiving any cash flow on their investment for 1 2 to 24 months and will 
not completely be reimbursed until the product ends production in another 36 to 60 months. Again, 
these needs may be served through a national industrial bank arrangement that could blend private 
and public sources of capital to effectively address the needs of this capital intensive industry 
and its inherent risk profile. 

Most analysts project that Tier 2 and 3 suppliers will require additional assistance with capital 
in 2010. A January survey of OESA members indicates that 9 percent of companies with revenue 
under $150 million (compared to 5 percent of all respondents) anticipate being out of compliance 
with commercial loan covenants during the first six months of 2010. Although Tier 1 suppliers 
and some vehicle manufacturers may continue to support working capital needs of suppliers in 
their supply base, this is hardly a long term solution. This practice continues to weaken an industry 
that is already under considerable stress. 

Fitch Rating has forecasted a modest recovery for the U.S. automotive supplier industry in 2010 

based primarily on higher projected light vehicle production. However, Fitch goes on to report: 

" ... Another credit concern for the suppliers is focused on 
working capital requirements. With vehicle production expected to 
rise, suppliers will need liquidity to fund working capital needs. 

Most suppliers should have ample liquidity but some Tier 2 and 
Tier 3 suppliers may continue to face liquidity challenges for 
greater working capital. 

Without a healthy parts manufacturing industry, the United States will lose a significant 
portion of this country’s manufacturing innovation and employment base. The financial health 
of families and communities nationwide and the promise of a domestic 21®' century motor 
vehicle industry depend on a strong supplier sector. MEMA strongly believes a program 
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specifically aimed at the capital needs of small manufacturers must be the first step taken to 
address these challenges. 

Conclusion 

Manufacturing is essential to this nation’s economy. The jobs and technology in the 
manufacturing sector provides for stable communities throughout this country. At this juncture, 
parts manufacturers need the support of our financial system to sustain a viable future. This 
support will require Congressional action. 

MEMA understands and supports the need to consolidate the industry. However, we believe 
that without sufficient capital to provide a stable environment in which to restructure, the industry 
and its employees will witness unnecessary disruptions. Without assistance, this country will 
needlessly lose manufacturing capacity, technology development, and jobs. In addition to the 
legislation currently before Congress, MEMA would urge this Committee to consider the 
formation of an industrial bank to provide for stable manufacturing funding in the future. 

In conclusion, parts manufacturers remain in a period of significant industry-wide 
transformation. Smaller firms at the foundation of the supply chain pyramid are continuing to 
have difficulty accessing capital. Given the supply base’s significance to the economy and 
innovation, it is imperative that the government, the industry, and financial communities work 
together to provide access to credit at reasonable terms. In parallel, given the number of 
technology options the industry needs to develop and commercialize, all parties must work 
together to clarify these technology paths and reduce the investment risk for the development and 
manufacture of these advanced technologies so as to encourage capital back into the industry. 
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Testimony of David W. Turnbull 
to the 

Committee on Financial Services 
& 

Committee on Small Business 
U.S. House of Representatives 
Washington, D.C. 
February 26, 2010 


Mr. Chairman and Members of the Committee; 

I appreciate the invitation and oppwrtunity to testify before you today. 

1 am the president and owner of a diversified real estate development and investment firm 
headquartered in Boise, Idaho. In addition to our business activities in Idaho we have 
projects in Colorado, Minnesota, Wisconsin and Utah. Our real estate development 
activities span residential land development, home building, and commercial 
development including retail, office and industrial properties. 

I have been asked to address a number of topics, but first I would like to make a couple of 
observations. Given the nature of my business, I have been a ground-zero witness to a 
series of economic events that has brought the economy of the United States and the 
world to its knees. I watched as a residential real estate bubble inflated seemingly 
overnight by cheap credit, loose and in some cases fraudulent underwriting practices, 
and certainly inadequate regulation. Much of it was not supported by the underlying 
economic fundamentals and a correction was inevitable. lA^at was avoidable, with 
proper policy response, was the depth of the correction and the associated collateral 
damage. 

I watched as prominent government officials and economists opined that the residential 
real estate calamity was “contained” and would not likely spill over into the general 
economy. I shook my head in wonder. Perhaps I was too immersed, too close to the 
residential real estate market and gave imdue weight to its significance to the overall 
economy. But everything I saw in our local economy was deeply impacted by the health 
of housing. 

Few could have forecast the scope of the housing crash we’ve experienced over the last 4 
years. In spite of my cautious outlook at the time, my worst case scenario for our market 
was a 50-60 percent correction in housing starts, a forecast met with skepticism by many 
of my colleagues. But I was too optimistic. Housing starts in our markets have fallen 80 
- 85 percent. To us, this is not a recession; it’s a depression. 

It is now widely acknowledged diat the economic impact of the housing market downturn 
was not “contained” and that it is the primary cause of the current recession - the worst 
recession in most of our lifetimes. 
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Although one of the topics of today’s hearing is the state of commercial real estate 
lending in local markets, I think it’s important to draw attention to the fact that this all 
started with the residential markets. Even though there are some parallels between the 
residential and commercial real estate markets, our expierience is that commercial real 
estate lending markets were not out of line with underlying fundamentals. I can assure 
you that each of our loans was meticulously and conservatively underwritten, but 1 am 
sure there are other loans, particularly in the larger metropolitan areas, that were 
underwritten with less conservative criteria, such as pro-forma rents instead of actual 
rents. 

I’ll refer to a few data points to illustrate my assertion. The first office lease I did in 1990 
was at $13.50 per sq. ft. 1990 was not a particularly good year for commercial real 
estate. In 2008 - 18 years later and at the height of the market - 1 was leasing office 
space in superior buildings for $1 8.50 per sq. ft., a compounded annual rate of increase of 
just 1 .77%. These are not the kind of numbers that suggest a bubble in commercial real 
estate in our market, yet we are still being devastated by the global lack of credit for 
commercial real estate, which I’ll illustrate with another personal example. An office 
building that I sold in 2002 for $2,700,000 recently failed to sell in a foreclosure auction 
for the creditor’s minimum bid price of $1,000,000. The replacement cost of the 
building, even with today’s lower construction costs, is in excess of $2,200,000. This is 
not an isolated example and it is indicative of what can happen to the value of 
commercial real estate when it becomes a cash market. Values can drop 30 to 50 percent 
below replacement cost. The markets have clearly ceased to function and normality 
won’t be restored until we have reconstituted credit markets, primarily in the form of the 
securitization model. 

Now I would like to address some of the questions put to me in the invitation to testify 
before you today. 

The President has announced a new proposal to provide capital to small banks 
designed to increase small business lending. Please discuss your views on this 
proposal, including the effect you expect it would have on the financial condition of 
small banks and how it will be helpful in increasing lending to small businesses. 

We have several prospective businesses that would like to further invest in their 
companies, including purchase buildings from us, but they are having difficulty obtaining 
the credit to do so, even in the SBA loan program. Since small business is the primary 
source of new jobs in our economy I think it is very important to provide the credit and 
liquidity to them to make it all pxjssible. The perception on Main Street is that nearly 
everything done to-date has benefitted Wall Street and the big companies and very little 
of that has directly benefitted small business. 1 believe that perception has some merit. 

What general challenges do small and mid-sized businesses face in obtaining 
commercial real estate credit? In your view, are depository institutions contributing 
or in a position to help turn around the local economy? Why or why not? 
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It is my observation that the liberal monetary policy available to depository institutions 
via the Fed and the Treasury has alleviated the most severe credit dislocations, including 
the markets for credit cards, auto and other consumer loans, but the benefits are not fully 
filtering down to the end users of credit. Many banks have instituted interest rate floors 
and other provisions that were not prevalent a few years ago, thus increasing their net 
interest margin and making credit to borrowers more expensive. Major financial 
institutions are said to be engaged in the mother of all carry trades, wherein they obtain 
funds through the discount window or from deposits at near 2 ;ero interest rates and invest 
the funds in safe and secure Treasury instruments for a generous yield. This carry trade, 
financed by the Fed and the US Treasury, is not exactly what the taxpayer or perhaps 
Congress had in mind when it approved the TARP and TALF programs. The incentive 
for banks to take risk is exceedingly low and thus, while the most credit-worthy 
customers can still obtain financing, albeit at a greater cost, most businesses are being 
shut out of the credit markets. 

Of course, many depository institutions are in a position to provide additional credit to 
small and mid-sized businesses, both for commercial real estate credit and for ordinary 
operations. But there are many banks that are not. The expeditious consolidation of 
banks that have severely compromised capital positions is important. We do not want to 
repeat the Japanese experience. At the same time, 1 know of well capitalized banks that 
are under extraordinary regulatory pressure to curtail lending and reclassify loans 
seemingly in contradiction to stated policy guidance and representations from agency 
directors. 

Discuss your views about the liquidity being provided by the secondary commercial 
real estate markets, particularly the commercial mortgage-backed securities 
(CMBS) markets. Please also discuss your views about whether the Term Asset- 
Backed Securities Loan Facility, administered by the Federal Reserve, is providing 
support to the commercial mortgage-backed securities markets? 

The disintegration of the CMBS market is one of the two most serious issues facing 
commercial real estate markets, the other being the general economic environment. 
While the TALF program has been effective for reconstituting the ABS market for credit 
card, auto and other consumer loans, in ray view it is ill-suited to resurrect the secondary 
credit markets for commercial real estate. The TALF requirements are so complex that it 
is realistically available only to the very sophisticated and elite borrowers. 

Securitization, in my view, is the most critical component of the secondary or term loan 
market. It provides for the democratization of credit . Properly structured, securitization 
should reduce risk and thus provide credit at the most reasonable cost possible. A 
reconstituted CMBS market must have at least four characteristics that were not required 
under the now defunct system: 

1 . Bond issuers, those that are responsible for the underwriting and issue the debt, 
must retain a significant level of risk to ensure proper tmderwriting procedures. 
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While an up front fee may be appropriate, the issuer’s compensation should be 
based on performance of the asset over time. 

2. Rating agencies must be accountable for the ratings they issue and should be 
compensated by the purchaser, not the issuer of the security. 

3. Servicers must be authorized and given the tools to effectively deal with troubled 
assets within the security pool. 

4. Initially, federal guarantees will be required to stimulate the formation of a 
functional CMBS markets. Those guarantees can be phased out over time as the 
private sector gains confidence in the system and replaces the need for federal 
participation. 

Too much time has passed without adequate action to resolve this problem. The 
President, Congress, and regulatory agencies should move expeditiously to pass the 
necessary legislation and/or regulation needed to reconstitute the CMBS markets. Failure 
to do so will result in further unnecessary devaluation of commercial real estate assets 
and the associated damage to the economy. 

What legislative, regulatory or other impediments are hindering the ability of banks 
to increase the availability of small business and commercial real estate credit? 
What more can be done on either a regulatory or legislative basis to help increase 
credit availability for commercial real estate generally? 

The primary obstacle to banks providing needed credit to legitimate borrowers is the 
legacy assets that encumber their balance sheets with no good conduit to dispose of them. 
The best solution, in my estimation, is for the government to provide a securitiaation 
model to move new originations off the balance sheet, with the following provisions: 

1 . The government could use existing GSE’s by expanding their charter to include 
commercial real estate. For example, Fannie Mae already underwrites 
commercial real estate in the form of raultifamily housing. It has the structure in 
place to expand that program to include office, industrial and retail properties. 

2. The GSE would set forth underwriting standards and loan criteria. 

3. The banks would be allowed to earn a reasonable origination fee up front. 

4. The interest spread would be earned over time based on the performance of the 
asset, thus instituting a pay-for-performance model with the proper incentives. 

5. Existing loans that meet the criteria could also qualify within the standards 
established. 

Consider this: Without the existence of FNMA (Fannie Mae), FHLMC (Freddie Mac), 
and FHA, we wouldn’t have a housing market today and we would be in a full-blown 
depression. The only equivalent we have today for these conduits in the CRE market is 
TALF - the equivalent of the Fed creating a super-jumbo market for residential real 
estate while leaving the entry level to median priced home buyers dangling with no viable 
options. It will not solve the problem. 
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1$ there a scarcity of demand for small business or commercial real estate 
borrowers? If so, is that because credit standards have become more stringent, 
potential borrowers are more financially constrained, or some combination of both. 

In my opinion, loan demand has decreased due to the state of the economy and the 
general need of businesses to deleverage. However, there is not a scarcity of demand for 
credit and the demand that does exist is too often going unfulfilled because of tighter 
credit standards and the general state of the economy placing severe pressure on the 
balance sheets of even the best businesses. 

The financial regulators of the Federal Financial Institutions Examination Council 
issued a policy statement entitled Prudent Commercial Real Estate Loan Workouts on 
October 30, 2009. Does this statement and other statements of the FFIEC relating 
to commercial lending provide sufficient guidance regarding the need to increase 
credit availability while maintaining prudent lending standards? Has such 
guidance been helpful? Has bank supervision been consistent with the guidance? 

1 believe that the October 30, 2009 policy statement has provided excellent guidance to 
banks and regulators in dealing with a variety of complex and sometimes difficult loan 
scenarios. In my discussion with several bank CEO’s about this matter, it seems that the 
policy is not being uniformly implemented by the regulators. Some banks’ experiences 
have been satisfactory and some have not. 

There is considerable anecdotal evidence, particularly in the commercial real estate 
and small business sectors, and in other businesses generally, that long standing 
customers of banks with existing lines of credit are having that credit pulled 
altogether, or significantly reduced on roll-over, even for projects or businesses in 
which substantial capital investments have been made. Please discuss. 

My experience is that banks have generally acted responsibly in dealing with their 
customers but I’m sure there are plenty of anecdotes that would suggest otherwise, 
sometimes fairly and sometimes not. We are in a deleveraging process and it is not 
always pretty, not always fair, and oftentimes painful. 


I thank the committee for its consideration. 



312 


iimiin 

NAFCU 


Testimony of 

Rick Wieczorek 
President/CEO 

Mid-Atlantic Federal Credit Union 

on behalf of 

The National Association of Federal Credit Unions 

“Condition of Small Business and Commercial Real Estate Lending in Local 

Markets” 


Before a joint hearing of the 
House Small Business Committee 
and 

House Financial Services Committee 
United States House of Representatives 


February 26, 2010 



313 


Introduction 

Good afternoon. Chair Velazquez, Chairman Frank, Ranking Members Graves and Bachus and 
members of the committees. My name is Rick Wieezorek and I am testifying today on behalf of the 
National Association of Federal Credit Unions (NAFCU). 1 serve as the President/CEO of Mid- 
Atlantic Federal Credit Union (MAFCU), headquartered in Germantown, Maryland. 

Mid-Atlantic Federal Credit Union was founded in 1968 by a group of IBM employees. As the 
company down-sized in the 1990s, Mid- Atlantic converted to a community charter and currently 
serves all of Montgomery County, Maryland. I have been involved in the credit union community 
for over 26 years, and have been with Mid-Atlantic for the last six years, first as CFO, and then, for 
the last two, as President/CEO. 

NAFCU is the only national organization exclusively representing the interests of the nation’s 
federally-chartered credit unions. NAFCU-mcmber credit unions collectively account for 
approximately 64 percent of the assets of all federally chartered credit unions. NAFCU and the 
entire credit union community appreciate the opportunity to participate in this discussion regarding 
the “Condition of Small Business and Commercial Real Estate Lending in Local Markets.” 

Historically, credit unions have long served a unique function in the delivery of necessary financial 
services to Americans including those operating small businesses. Established by an act of 
Congress in 1934, the federal credit union system was created, and has been recognized, as a way to 
promote thrift and to make financial services available to those who would otherwise have limited 
access to financial services. Congress established credit unions as an alternative to banks and to 
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meet a precise public need — a niche credit unions fill today for nearly 93 million Americans. Every 
credit union is a cooperative institution organized “for the purpose of promoting thrift among its 
members and creating a source of credit for provident or productive purposes.” (12 § USC 1752(1)). 
While over 75 years have passed since the Federal Credit Union Act (FCUA) was signed into law, 
two fiindamental principles regarding the operation of credit unions remain every bit as important 
today; 

• credit unions remain totally committed to providing their members with efficient, low-cost, 
personal financial service; and 

• credit unions continue to emphasize traditional cooperative values such as democracy and 
volunteerism. 

Credit unions are not banks. The nation’s approximately 7,600 federally insured credit unions serve 
a different purpose and have a fundamentally different structure than banks. Credit unions exist 
solely for the purpose of providing financial services to their members, while banks aim to make a 
profit for a limited number of shareholders. As owners of cooperative financial institutions united 
by a common bond, all credit union members have an equal say in the operation of their credit 
union — “one member, one vote” — regardless of the dollar amount they have on account. These 
singular rights extend all the way from making basic operating decisions to electing the board of 
directors — something unheard of among for-profit, stock-owned banks. Unlike their counterparts at 
banks and thrifts, federal credit union directors generally serve without remuneration — a fact 
epitomizing the true “volunteer spirit” permeating the credit union community. 
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Credit unions have grown steadily in membership and assets, but in relative terms, they make up a 
small portion of the financial services marketplace. Federally-insured credit unions have 
approximately $874 billion in assets as of September 2009. By contrast, Federal Deposit Insurance 
Corporation (FDIC) insured institutions held $13.2 trillion in assets. The average size of a 
federally-insured credit union is $114.4 million, compared with $1,636 billion for banks. Over 
3,000 credit unions have less than $10 million in assets. The credit union share of total household 
financial assets is also relatively small, at just 2 percent as of December 2008, 

Size has no bearing on a credit union’s structure or adherence to the credit union philosophy of 
service to members and the community. While credit unions may have grown, their relative size is 
still small compared with banks. Even the world’s largest credit union, with $40.1 billion in assets, 
is dwarfed by the nation’s biggest banks with trillions of dollars in assets. 

America’s credit unions have always remained true to their original mission of “promoting thrift” 
and providing “a source of credit for provident or productive purposes.” 

Credit unions continue to play a very important role in the lives of millions of Americans from all 
walks of life. As consolidation of the commercial banking sector has progressed, with the resulting 
depersonalization in the delivery of financial services by banks, the emphasis in consumers’ minds 
has begun to shift not only to services provided, but also — more importantly — to quality and cost. 
Credit unions are second-to-none in providing their members with quality personal financial 
services at the lowest possible cost. 
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Mid-Atlantic FCV and Business Lendine 

At Mid-Atlantic, we are proud of our track record in helping our members and their small 
businesses. Our website has a Small Business Services section where we provide a range of 
important information to current and potential small business owners regarding steps they should 
take, from developing marketing plans to planning for cash flows. 

We have been an SBA-approvod lender since 2004, and became an SBA express lender just last 
year. We currently have 1 2 SBA loans closed or pending, the majority of which have been done in 
the last year, for a total of nearly $8 million. 

Mid-Atlantic currently has just over $28 million in member business loans, putting us very near the 
arbitrary credit union member business lending cap of 12.25%. We believe that the success of our 
member business lending program is attributable to the expertise we have on staff at our credit 
union and our credit union service organization, Mid-Atlantic Financial Partners, which works with 
us in the business lending process. Our top business lending personnel have over 85 years of SBA, 
business and commercial loan experience, and have been recognized by the SBA for their 
commitment to excellence. 

Credit Unions in the Current Economic Environment 
It is widely recognized by leaders in both parties on Capitol Hill and in the Administration that 
credit unions did not cause the current economic downturn. We can however be an important part 
of the solution. Credit unions have fared well in the current environment and, as a result, have 
capital available. Surveys of NAFCU-member credit unions have shown that many are seeing 
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increased demand for mortgage loans and auto loans as other lenders leave the market. A number 
of small businesses who have lost important lines of credit from other lenders are now turning to 
credit unions for the capital that they need. While credit unions are meeting these demands to the 
best of their ability, more can still be done. 

One action that would allow more to be done is the increase of the arbitrary cap on credit union 
member business lending. Despite the fact that credit unions have long been engaged in member 
business lending, in 1998 the Credit Union Membership Access Act (CUMAA) for the first time 
established an statutory cap on credit union member business lending of 12.25% of assets. 
CUMAA also directed the Treasury Department to study the need for such a cap. In 2001, the 
Treasury Department released its study, entitled “Credit Union Member Business Lending,” in 
which it concluded that “credit unions’ business lending currently has no effect on the viability and 
profitability of other insured depository institutions.” The same study also found that over 50 
percent of credit union loans were made to businesses with assets under $100,000, and 45 percent of 
credit union business loans go to individuals with household Incomes of less than $50,000. 

The current economic crisis has demonstrated the need for capital availability to help our nation’s 
small businesses. Many credit unions have the capital to provide small businesses with low-cost 
sources of funds that other lenders are not positioned to in this current environment, but are 
hamstrung by this arbitrary limitation. As noted previously, at Mid-Atlantic, we are approaching 
the arbitrary MBL cap. This means that despite the fact that we have the capital and expertise 
needed to make loans to small businesses to hire workers and create jobs in Montgomery County, 
we may soon face a situation where our efforts are curtailed arbitrarily. 
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It is with this in mind that NAFCU strongly supports the passage of H.R. 3380, the Promoting 
Lending to America 's Small Business Act of 2009. Introduced by Representatives Kanjorski and 
Royce, this important piece of legislation would raise the member business lending cap to 25% 
while also allowing credit unions to supply much needed capital to underserved areas, which have 
been among the hardest hit during the current economic downturn. The legislation would also raise 
the definition of what constitutes a member business loan, from $50,000 to $250,000. This is a 
significant step, for as this panel knows, one of the biggest declines in lending has been for loans 
under $250,000. This change will make it easier for all credit unions to provide loans and lines of 
credit up to $250,000 to America’s small businesses, even if they are not approaching the arbitrary 
cap. 

It should be noted that the banking industry’s claims for imposing and maintaining the arbitrary cap 
were refuted as far back as 2001, when the Treasury Department released the aforementioned study 
and found that “...credit union’s business lending currently has no effect on the viability and 
profitability of other insured depository institutions.” (p. 41). Additionally, when examining the 
issue of whether modifying the arbitrary cap would help increase loans to businesses, the study 
found that “...relaxation of membership restrictions in the Act should serve to further increase 
member business lending...” (p. 41). Furthermore, while the banking industry — in their shameless 
opposition to this bill — mistakenly claims that credit union business loans are more risky, the 
Treasury study concluded just the opposite: “We found that member business loans are generally 
less risky than commercial loans made by banks and thrifts...” (p. 41). The National Credit Union 
Administration (NCUA) has a strong track record of overseeing credit union business lending, and 
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for the banking trades to suggest that raising the cap or adjusting an artificial limitation on the 
definition of a member business loan (that has not been adjusted for inflation since the last century) 
will lead to a potential taxpayer bailout of credit unions is simply absurd. Just two days ago, NCUA 
Chairman Debbie Matz wrote Treasury Secretary Timothy Geithner to assure him that if the 
arbitrary cap was modified, NCUA would “promptly revise our regulation to ensure that additional 
capacity in the credit union system would not result in unintended safety and soundness concerns.” 

NAFCU also strongly supports the reintroduction of the Credit Union Small Business Lending Act, 
which was first introduced by Chair Velazquez in the llO"' Congress. This bill would have 
exempted credit union participation in Small Business Administration (SBA) lending programs 
from the MBL limits currently in place. These particular programs arc invaluable tools, helping 
many Americans to successfully start and run their own businesses. 

By exempting credit union participation in these programs, small businesses throughout the nation 
will have greater access to capital at a time when it is needed most. While we believe SBA loans 
should permanently be exempted from counting against a credit union’s MBL cap, we also support 
a continuation of the 90% guarantee and fee waiver on SBA loans through at least the end of 2010. 
We view these changes, which allow credit unions to do more to help our nation’s small businesses, 
as an important step to help our nation recover from the current economic downturn. 

Additionally, while some have proposed raising the maximum SBA 7(a) loan amount from $2 
million to $5 million, we do not believe that this is a good idea. We believe that a better approach 
would be to maintain the $2 million amount, which would allow the SBA to guarantee a greater 
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number of loans, thereby helping more lenders, more small businesses, and more communities. 
Credit unions have not seen a demand for higher guaranteed loans. 

The President’s Small Business Lendine Initiatives 
As the panel is aware, earlier this month the President proposed creating a new $30 billion fund. 
The fund would be created with monies remaining in the Troubled Asset Recovery Program 
(TARP) to make capital infusions into community banks. In turn, community banks would use that 
money to make loans to small businesses, in exchange for lower dividend payments. As the 
program is currently proposed, most credit unions would be ineligible and statutorily unable to 
participate in it, based on how credit union capital is defined in the Federal Credit Union Act. 

While we applaud the Administration for its focus on increasing job growth and small business 
lending, we believe that the Administration should also find ways to include credit union business 
lending in its efforts. Raising the arbitrary credit union member business lending cap would make it 
easier for small businesses to have access to loans, all without any cost to the American taxpayer. 
Many credit unions, such as mine, are approaching the cap but have funds available to make more 
small business loans. 

If Congress were to move ahead with the President’s proposal for community banks, we believe it 
should be coupled and moved in tandem with relief from the arbitrary MBL cap for credit unions. 
If Congress opts to craft a new program to help spur lending to small businesses, we urge that it be 
one that includes credit unions as well. 
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Since credit union member business loans guaranteed by a government agency are exempt from the 
arbitrary cap up to the level of the guarantee, another approach Congress should consider is to use 
any new fund to establish a 1 00% guarantee on all credit union and community bank business loans 
that meet certain standards for a period of time. In order to have maximum impact, it would be 
important for such a program to be set up to include as many institutions as possible (i.e. not just 
SBA tenders) and not to create high regulatory hurdles that would only limit participation. 

Conclusion 

In conclusion, the current economic crisis is having an impact on America’s credit unions, but they 
continue to provide excellent services to their members. Credit unions stand ready to help our 
nation and our nation’s small businesses recover from the current economic downturn. Legislation 
before Congress, such as H.R. 3380, the Promoting Lending to America’s Small Businesses Act, 
and the proposals to extend the fee waiver and 90% SBA loan guarantee, would aid credit unions in 
their efforts to help our nation’s small businesses. Additionally, as new programs are proposed, we 
urge that they be designed to include credit unions. 

1 thank you for the opportunity to appear before you today on behalf of NAFCU and would 
welcome any questions that you may have. 
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It is my pleasure to testily today on the subject of the “Condition of Small 
Business and Commercial Real Estate Lending in Local Markets.” Other members of 
this panel will address this question with respect to the economic and financial 
practicalities of lending at the local level. I will address my remarks to the negative 
impact of recently-enacted and contemplated future legislation in interfering with a well- 
functioning lending market and in creating an environment of uncertainty that 
discourages lending. 

It is well-known that many independent entrepreneurial businesses rely on 
consumer credit in starting and building their businesses, such as credit cards, home 
equity loans, and even auto title loans. As a result, regulations ostensibly aimed at 
consumer lending will also tend to disrupt small business lending as well. Thus, in my 
testimony, while I will usually refer to consumer lending, it should be understood that my 
remarks apply to many small businesses as well. 

Prudent and well-designed governmental regulation of consumer and small 
business lending can in some instances promote competition, consumer choice, and 
overall productive lending. For example, a statute like the original Truth-in-Lending 
Act — at least as it was originally conceived and designed and before it became encrusted 
with mounds of regulation and litigation — can expand consumer choice and improve the 
operation of the lending market by standardizing and simplifying disclosures so that 
borrowers can compare among competing offers. ' 

But lending regulations may have a large number of unintended consequences as 
well — and most relevant to this hearing, one of those unintended consequences is the 

' See Thomas A. Durkin & Gregory Elliehausen, Truth in Lending: Theory, History and a 
Way Forward (Forthcoming 2010, Oxford University Press). 
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curtailment of lending, especially to small, entrepreneurial businesses. Unintended 
consequences are most likely and most severe when of legislation and regulation goes 
beyond the modest goals of improving the market process but instead supplants 
individual choice through the substantive regulation of particular terms of credit 
contracts. 

In order to make an economically prudent loan, a bank has two considerations. 
First, it must be able to estimate the risk of the loan and price the loan effectively. 
Regulations that either increase the risk of lending or make it more difficult to accurately 
price risk will make this more difficult and expensive. Second, if it is unable to 
accurately price the loan accurately, it will have to reduce its risk exposure, either by 
limiting those to whom it will lend (to only the lowest risk borrowers) or by reducing the 
amount it lends (by reducing the size of the loans made or the credit lines on credit 
cards). 

Provisions in recent legislation, such as the Credit CARD Act, has made it more 
difficult for credit card issuers to price risk efficiently. The consequences have been 
predictable; credit card issuers have tried to adjust other terms of credit card agreements 
in order to try to continue pricing risk efficiently and to the extent that they have been 
unable to do so they have acted to reduce their risk exposure by offering fewer loans and 
reducing borrowers’ credit lines. If enacted, proposed legislation such as a proposed 
national interest rate ceiling on credit cards, the proposed Consumer Financial Protection 
Agency, and the proposal to permit cramdown of home mortgages, would further 
exacerbate this credit crunch by further increasing the risk of lending. 
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The Credit CARD Act 

Last summer Congress enacted the Credit Card Accountability Responsibility and 
Disclosure Act of 2009 (the “Credit CARD Act”). Some of the terms of the legislation 
were relatively minor (such as rules governing the timing of the receipt of bill payments) 
or imposed relatively minor costs with modest potential offsetting benefits. On the other 
hand, other provisions of the law interfered with accurate risk-based pricing, such as new 
limitations on interest rate adjustments and default provisions. 

The market response to the CARD Act illustrates how regulation can disrupt 
tending markets by interfering with efficient risk-based pricing. Credit cards have 
multiple tenns including (as a small sample) interest rates, penalty interest rates, annual 
fees, length of grace periods, the amount and circumstances under which behavior-based 
fees will be assessed, degree of acceptance by merchants, fixed versus annual interest 
rates, customer support responsiveness, rewards, cash-back, frequent flyer miles, affinity 
terms, additional benefits like car rental and purchase price protection, international 
transaction fees, fraud protection, effective liability for theft, cash-advance fees, 
telephone payment fees, and probably many others. 

The CARD Act placed political limitations on the ability of lenders and borrowers 
to establish these terms through free market processes. In order to try to price risk 
accurately and offset declining revenues from newly-regulated card terms, card issuers 
have re-priced other terms of credit card agreements. As a result, borrowers have seen 
new or increased annual fees, fixed-interest rate cards have been converted to variable- 
rate cards, frequent flyer and other rewards cards have become stingier, and other fees 
(such as cash-advance fees) have risen. 
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Most notably, some provisions of the Credit CARD Act make it more difficult for 
card issuers to raise rates on consumers as economic circumstances change except in 
connection with the expiration of an introductory period. Again, the market response has 
been entirely predictable: Credit card issuers have raised interest rates on all cardholders 
in order to guard against the risk that they might need to raise rates later but might be 
unable to do so as the result of regulation. In some instances, card issuers have 
responded by increasing their use of cards with low introductory rates but higher 
permanent rates. It is not clear why this particular mix of terms should be encouraged by 
regulators rather than lower interest rates for all. 

More relevant for the subject of this hearing, there have been widespread reports 
that as a result of the CARD Act credit card issuers have slashed credit line and canceled 
credit cards. Although this reflects several different factors, in part this reflects the 
negative effect of the CARD Act, which has interfered with the ability of card issuers to 
price risk effectively. Where it becomes more difficult to price risk accurately, lenders 
will respond by reducing their risk exposure — which, in this case means reducing credit 
lines and the number of people who can obtain cards. Many of those who have seen their 
credit lines reduced or cards canceled have reportedly been forced to turn to payday 
lenders or pawnshops to make up the difference. 

National Usury Ceiling on Credit Cards 

Several news reports have highlighted a new subprime credit card with a 79% 
APR.^ According to news stories, the card issuer says that the card used to have higher 
up-front fees but a much lower APR of 9.9%, an arrangement that was prohibited by the 
^ Mandatory Usury in One Lesson, WALL St. J. p. AIO (Jan. 2, 2010). 
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Credit CARD Act, It is not obvious that consumers have been made better off by the 
switch — and if they preferred the card with a 79 percent interest rate and lower up-front 
fees, presumably a card issuer would have been happy to offer it to them. 

Perhaps partially in response to the announcement of this card, there are reports 
that certain members of Congress have proposed legislation that would institute a 
national interest rale ceiling of sixteen percent on credit cards. Such a move would 
almost certainly generate a return of high annual fees, higher behavior-based fees, more 
pressure to sell ancillary products (such as credit insurance), and a decline in card quality 
(such as fraud protection and card benefits). It is tittle wonder that for centuries usury 
regulations have received the near-universal condemnation of economists. 

The most thoroughly studied recent episode was that of the disruptive impact of 
state usury regulations during the high-interest rate period of the 1970s and early 1980s 
that limited consumer interest rates below the rate that would prevail in a free market.’ 

Banks responded by altering other terms of the cardholder agreement or bundling 
lending with other services. Banks in states with strict usury regulations restricted their 
hours of operation, reduced customer service, tied their lending operations to other 
products and services not restricted in price (such as requiring checking or savings 
accounts), or imposing higher service charges on demand deposit aecounts or checking 
account overdrafts. Most importantly, to evade usury regulations credit card issuers 


’ Todd J. Zywicki, The Economics of Credit Cards, 3 CHAPMAN L. Rev, 79, 151-55 (2000). 

■' A. Charlene Sullivan, Evidence of the Effect of Restrictive Loan Rate Ceilings on Prices of 
Financial Services (Credit Research Center Working Paper No 36, 1980); see also Richard Peterson 
& Gregory a. Falls, Impact of a Ten Pf.rcent Usury Ceiling; Empirical Evidence 33 (Credit 
Research Center Working Paper No. 40, 1981). 
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imposed annual fees on credit cards, usually ranging from $30-$50.^ Credit card issuers 
adjusted other terms of the credit contract to compensate for the inability to charge a 
market rate of interest, including adjusting grace periods and using alternate methods for 
calculating interest charges.* Credit card issuers also rationed credit card privileges to 
only the most credit worthy consumers.’ Economists have noted that the welfare effect 
of term re-pricing is almost invariably negative, because if the borrower and lender had 
preferred the new mix of terms to the old mix, in a competitive market they would likely 
have done so already.* 

But there was a still more important type of term re-pricing at work that affected 
most consumers. For consumers, bank-type credit cards are generally superior to credit 
cards offered by particular department stores because unlike a store card a bank card 
unhooks the consumer’s choice of payment from the seller of the goods or services, 
thereby encouraging heightened competition and consumer choice in both realms 

Thus, during this period of strict interest rate regulation store cards remained the 
predominant form of consumer credit, not because they were superior in quality to bank 
cards but rather because department stores were able to engage in terra rc-pricing more 
efficaciously than bank cards.’ While banks tried to offset losses on interest rates by 
imposing annual fees and the like, credit-issuing department stores had an even more 


^ See Zywicki, Economics of Credit Cards^ supra note 3, at 152. Because this fee was assessed on 
revolvers and transactors alike, it effectively resulted in transactors subsidizing lower interest rates for 
revolvers. 

^ David Evans & Richard Schmalensee, Paying whh Plastic: The Digital Revolution in Buying 
AND Borrowing 28 (f ed. 2000): Martha L. Olney, Buy Now, Pay Later: AovERTistNO, Credit, 
and Consumer Durables in the 1920s at 132 (1991) (“State usury laws were ineffective; lenders 
managed to increase effective rates of interest through various fees, penalties, required insurance, and so 
on.”). 

’ Glenn B. Canner & James T. Fergus, The Economic Effects of Proposed Ceilings on Credit Card Interest 
Rates, Ti Fed. Res. Bull. 1 , 2 (1987). 

* Christopher C. DeMuth, The Case Against Credit Card Interest Rate Regulation, 3 YALE J. ON REG. 201, 
238 (1986). 

’ PETERSON & Falls, supra note 4, 
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effective way of evading usury restrictions — they could simply hide the credit losses by 
charging a higher price for the goods they offered.'® For instance, in those states with the 
strictest usury restrictions, consumers also paid significantly higher prices for major 
appliances, almost all of which then (as now) were purchased with installment retail 
credit." Retailers in states with strict usury regulations also reduced their services to 
consumers, such as charging for delivery and gift wrapping or offering fewer choices in 
their stores.'^ This ability to cross-subsidize between credit and goods transactions 
provided large retailers with a substantial comparative advantage over smaller retailers 
who could not afford to establish and maintain their own credit operations.'^ 

Finally, to the extent that it becomes too difficult to price the terms of the loan 
accurately to make the loan feasible, lenders will curtail their issuance of credit cards. 
For example, if the presence of a regulation makes in impossible for a borrower to gain 
access to credit card credit, in many situations the borrower will turn instead to a less- 
preferred type of credit, such as payday lending, rent-to-own, or pawn shops. Again, 
empirical evidence supports this finding. During the 1970s, states with lower interest rate 
ceilings (thus foreclosing more consumers from credit cards and other preferred types of 


See Sidney Homer & Richard Sylla. A History of Interest Rates 428 (3d ed. 1991); see also 
Lendol Calder, Financing the American Dream: A Cultural History of Consumer Credit 177 
(1999) (noting practice of door-to-door peddlers in early-twentieth century America who catered to 
immigrant families and marked up the price of the goods sold to cover implied high interest rates). 
Similarly, pawn shops can simply adjust the discount price of the goods that are pawned as collateral. 

' ' Canner & Fergus, supra note 7, at 1 1 . 

Peterson & Fails, supra note 4, at 35 n.5. 

Christopher C. DeMuth, The Case Against Credit Card Interest Rate Regulation, 3 YaLE J. ON ReG. 201, 
238 (1986). 
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lending) had more pawn shops than in states with less-binding constraints. ''' Some 
borrowers may even be forced to resort to illegal loan sharks.'* 

Recent experience with the turmoil in credit markets — even prior to the 
imposition of new regulations that would shrink lending still further — has provided a 
timely reminder of how restricting access to preferred types of consumer credit can lead 
to product substitution. According to news reports, reduction in the availability of credit 
card credit has led consumers and small businesses to increase their use of inferior and 
archaic types of credit such as payday lenders, pawn shops, and layaway. Further 
regulations that would make more highly-preferred credit (such as credit cards) still more 
uneconomical will likely prompt still further greater use of these alternative types of 
credit. 


CFPA 

The proposal for a Consumer Financial Protection Agency is probably the most 
dangerous of the various proposals being contemplated in terms of its likely disruptive 
effect on lending markets. This is because of its vast reach potentially touching almost 
every consumer credit transaction, its vaguely defined mission and charter, and its 
disconnect of consumer protection from issues of safety and soundness. With a massive 
new, virtually unconstrained and unaccountable bureaucracy like the CFPA, it would 
become extremely difficult for lenders to predict the associated with a loan, especially to 
small entrepreneurial businesses and less-proven borrowers. It would also potentially 

Richard L. Peterson & Gregory A. Falls, Impact' of a Ten Percent Usury Ceiling: Empirical 
Evidence (Credit Research Ctr. Working Paper No. 40, 1981). 

See PoLicis, The Effect of Interest Rate Controls in Other Countries (2004); Policis, 
Economic and Social Risks of Consumer Credit Market Regulation (2006). 
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increase the costs of lending operations by increasing the red tape and administrative 
costs of lending. Finally, by disconnecting consumer protection from safety and 
soundness regulation it would interfere with the ability of lenders to price risk efficiently 
and thereby lead them to further curtail lending operations. 

First, the CFPA would impose the potential for major new liability on lenders. 
While the details remain up in the air, it appears that it is being contemplated to empower 
such an agency to impose new fines and penalties. Moreover, in addition to prohibiting 
lenders from engaging in fraud and deception in lending, the CFPA would have the 
power to prohibit and punish “abusive” lending — a wholly novel and undefined term. 
Presumably this term could apply to any loan with higher than average costs or any other 
term that the regulator might subsequently deem to be “abusive” in some subjective 
sense. This would cast a cloud of uncertainty over all but the most generic loans made to 
the safest of borrowers, a certain recipe for further constriction of lending. 

Second, the CFPA holds the potential for increased administrative and red tape 
costs for lenders. Again, it is not exactly clear how such an agency would work. But it is 
doubtful that any such agency would reduce the administrative costs of lending. Again, 
to the extent that the agency requires a higher degree of paperwork or other hurdles for all 
but generic loans, this will likely deter lending. Some commentators in the media, for 
example, have contended that the CFPA would have the power to ban or regulate certain 
fees on credit cards not covered by the Credit CARD Act or would be able to place limits 
on the power of lenders to cancel credit cards or reduce credit lines. 

Finally, by disconnecting consumer protection from safety and soundness, the 
CFPA could make it more difficult to price risk accurately, thereby leading to a further 
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constriction of credit. Consider just two areas identified by the White House as possible 
areas of action by the CFPA: a proposal to ban (or strongly discourage) prepayment 
penalties and banning “yield spread premiums” in mortgage products. Both of these 
actions would likely prove counterproductive and harmful to consumers. 

Prepayment penalties are a common term in many subprime mortgages, although 
they remain uncommon in most prime mortgages in the United States. Prepayment 
penalties are also included in most commercial loans and are present in virtually all 
European mortgages. Yet the White Paper contemplates banning prepayment penalties in 
mortgages. This reasoning is based on faulty economic logic and fails to recognize the 
overwhelming economic evidence supporting the efficiency of prepayment penalties. 

The traditional American right to prepay and refinance a mortgage is relatively 
unique in the world. Available empirical evidence indicates that American consumers 
pay a substantial premium for this unlimited prepayment right. Borrowers pay a 
premium for the unlimited right to prepay of approximately 20 to 50 basis points (.2 to .5 
percentage points) with subprime borrowers generally paying a higher premium for the 
right to prepay than prime borrowers because of the increased risk of subprime borrower 
prepayment.'*’ Borrowers pay this premium to compensate lenders for the risk of having 
to reinvest funds at lower market interest rates when interest rate falls. Where prepayment 
penalties are banned lenders also take other precautions to guard against the risk of 


See Todd J. Zywicki and Joseph Adamson, The Law and Economics of Subprime Lending, 80 U. Colo. 
L. Rev. I, 18-20 (2009) (summarizing studies); Gregory Elliehausen, Michael E. Staten & Jevgenijs 
Steinbuks, The Effect of Prepayment Penalties on the Pricing of Subprime Mortgages, 60 J. ECON. & 
BUS. 33, 34 (2008) (reviewing smdies); Chris Mayer, Tomasz Piskorski & Alexei Tchistyi, The 
Inefficiency of Refinancing; Why Prepayment Penalties Are Good for Risky Borrowers (Apr. 28, 2008). 
Term sheets offered to mortgage brokers similarly quoted interest-rate increases of approximately 50 basis 
points in those states that prohibited prepayment penalties. 
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prepayment, such as charging increased points or upfront fees at the time of the loan, 
which raise the initial cost of the loan. 

Nor is there any evidence that prepayment penalties are excessively risky for 
consumers. Empirical evidence indicates that prepayment penalties do not increase the 
risk of borrower default. In fact, subprime loans that contain prepayment penalty clauses 
are less likely to default than those without such clauses, perhaps because of the lower 
interest rate on loans with prepayment penalties or perhaps because the acceptance of a 
prepayment penalty provides a valuable and accurate signal of the borrower’s 
intentions.'^ Acceptance by a borrower of a prepayment penalty may also provide a 
credible signal by the borrower of his intent not to prepay the loan, thus overcoming an 
adverse selection in the marketplace and permitting a reduction in interest rates. 
Borrowers obviously have greater knowledge than lenders about the relative likelihood 
that the borrower will prepay the mortgage, especially in the subprime market where 
prepayment tends to be highly idiosyncratic and borrower-specific.'* 

Finally, the ability of American consumers to freely prepay and refinance their 
mortgages may have exacerbated the current mortgage crisis — and banning prepayment 
penalties might thus exacerbate a similar situation in the future. When home prices were 
rising, many consumers refinanced their mortgages to withdraw equity from their homes. 
These “cash-out” refinancings became increasingly common during the duration of the 
housing boom — from 2003 to 2006 the percentage of refinances that involved cash-out 


Christopher Mayer, Tomasz Piskorski, and Alexei Tchistyi, Pie Inefficiency of Refinancing: Why 
Prepayment Penalties are Good for Risky Borrowers, Working Paper (Apr. 28, 2008); Sherlund also finds 
that the presence of prepayment penalties does not raise the propensity for default. Sherlund, The Past. 
Present, and Future. 

See Zywicki & Adamson, supra. 
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rose doubled from under 40 percent to over 80 percent'^ and among subprime refinanced 
loans in the 2006-2007 period around 90 percent involved some cash out^®. In fact, even 
though there was a documented rise in LTV ratios between 2003-2007, even that may 
underestimate the true increase in the LTV ratio if appraisals for refinance purposes were 
inflated (either intentionally or unintentionally), as appraisals are a less-accurate measure 
of value than actual sales, The ability to freely prepay and refinance one’s mortgage 
may help to explain the higher propensity for American consumers to default than in 
comparably-situated countries where prepayment is more difficult and thus cash-out 
refinancings are not as common. 

This suggests that a ban or limitation on contractual agreements for prepayment 
penalties would encourage even more refinancing activity and further equity depletion 
that would otherwise be the case — thereby having the unintended consequence of 
increasing the number of foreclosures. 

New restrictions on mortgage brokers would also likely be counterproductive for 
consumers. First, it should be noted that the fixation on the “yield-spread premium” for 
mortgage brokers is obviously misplaced: this is nothing more than the difference 
between the wholesale and retail cost of funds. Every loan from a depository lender also 
has an implicit yield-spread premium embedded in it. 

More fundamentally, the White Paper’s apparent hostility to mortgage brokers 
fundamentally misunderstands the nature of competition and consumer choice in this 

’’ Luci Ellis, The Housing Meltdown: Why Did it Happen in the United States, Bank FOR INTERNATIONAL 
Settlements BIS Working Paper 259 at 22 and Fig. 9 (Sept. 2008), available in 
http://www.bis.org/pubfwork259.pdf. 

“ C J Mayer & Karen Pence, Suhprime Mortgages: What, Where, and To Whom, NBER Working Paper 
no. 14083. 

’’ Ellis, The Housing Meltdown, at 22; Chris Mayer, Karen Pence, and Shane M. Sherlund, The Rise in 
Mortgage Defaults at 6. 
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market. New regulations that might result in a reduction in the number of mortgage 
brokers, and thus an attenuation of competition, will likely result in harm to consumers. 
Both economic theory and empirical evidence in this area strongly suggest that greater 
competition among mortgage brokers results in better loan terms for consumers. 

Mortgage brokers are confronted with two distinct incentives. First, mortgage 
brokers have an incentive to maximize the “spread” between the rate at which they can 
acquire binds to lend to consumers (essentially the wholesale rate) and the rate at which 
they can lend to borrowers (the retail price). But second, mortgage brokers face 
competition from other brokers trying to get a borrower to borrow from them. The net 
result of these two factors — one pushing toward higher rates and one pushing toward 
lower rates — is ambiguous as an a priori matter. 

Early studies have found various different results, some finding that brokers offer 
better terms on average than depository lenders and others finding that brokers charge 
higher prices on at least some elements of the transaction.^^ The explanation for these 
differing results appears to result from differences in the number of mortgage brokers 
competing in a given market. Where mortgage brokers are numerous and thus 
competition and consumer choice is greater, consumers generally receive lower interest 
rates from brokers (the competition effect predominates); but where there are a smaller 
number of brokers and less competition, consumers typically pay higher interest rates 

■■ Compare Amany El Anshasy, Gregory Elliehausen & Yoshiaki Shimazaki, The Pricing of Subprime 
Mortgages by Mortgage Brokers and Lenders (July 2005) (working paper, available at 
http://www.chicagofed.org/cedric/files/2005). 

conf_paper_session1_elliehausen.pdf); see also Gregory Elliehausen, The Pricing of Subprime Mortgages 
at Mortgage Brokers and Lenders (Feb. 2008) (working paper) (updated results confirming the initial 
findings) w/t/i. WOODWARD, supra note 143, at ix (concluding that loans made by mortgage brokers have 
higher costs of $300 to $425). 

M. Cary Colins & Keith D. Harvey, Mortgage Brokers and Mortgage Rate Spreads: Their Pricing 
Influence Depends on Neighborhood Type, J. REAL Estate Fin. & ECON. (Forthcoming 2009). 
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(the broker interest effect predominates). Empirical studies indicate that overly- 
rcstrictive broker regulations may also lead to a higher number of foreclosures overall.’** 
The lesson seems to be clear — regulators should be wary of adopting overly-stringent 
regulations that will substantially reduce the number of mortgage brokers in a given 
market. Similar findings characterize many industries where overly-stringent regulations 
result in higher prices and other welfare losses for consumers. 

Cramdown of Home Mortgages 

Another proposal that would increase the risk of lending and lead to further 
constriction of credit would be the proposal to allow cramdown of home mortgages in 
bankruptcy. That this would increase the risk of home mortgage lending is obvious. 
Less obvious, but no less important, is that this would increase the risk of other types of 
lending such as credit cards and auto loans. 

Cramdown in bankruptcy differs from mortgage modification outside bankruptcy 
in that if a consumer files bankruptcy in order to cram down his mortgage, the impact is 
not limited merely to the mortgage debt. Bankruptcy sweeps in all other types of debt as 
well, including credit cards, auto loans, and personal finance loans. By permitting 
mortgages to be modified in bankruptcy instead of foreclosure, permitting cramdown of 
mortgages in bankruptcy would certainly lead to an increase in the number of people 
filing bankruptcy. This would, of course, increase the amount of other types of consumer 
debt pulled into — and eventually discharged — in bankruptcy. More generally, any 
proposal that led to an overall increase in the number of bankruptcy filings inevitably 

Morris M. Kleiner & Richard M. Todd, Mortgage Broker Regulations That Matter: Analyzing Earnings, 
Employment, and Outcomes for Consumers (working paper Nov. 2008). 
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would lead to an increase in the amount of consumer debt discharged in bankruptcy and 
an increase in risk. 
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BNB Bank, National Association - Member FDiC 


Daniel Cardone 
Executive VIct; President 


February 5, 2010 

The Honorable Robert P, Casey, Jr. 
United States Senate 
39.1 Russell Senate Office Building 
Washington, D.C. 20510-3804 


2024 Center Avenue 
Fort Lee NJ 07024 
(201) 592-7474 

Einaii: tlamdcardonii^mbhauk.com 


The Honorable Robert Menendez 
United States Senate 
528 Hart Senate Office Building 
Washington, D.C. 20510-3002 


The Honorable Kirsten Gillibrand 
United States Senate 
478 Russell Senate Office Building 
Washington, D.C. 20510-3203 


The Honorable Charles E. Schumer 
United States Senate 
313 Hart Senate Office Building 
Washington, D.C. 20510-3201 


The Honorable Frank R. Lautenberg 
United States Senate 
324 Hart Senate Office Building 
Washington, D.C. 20510-3003 


The Honorable Arlen Specter 
United States Senate 
71 1 Hart Senate Office Building 
Washington, D.C. 20510-3802 


The Honorable Barney Frank, Chairman 
House Committee on Financial Services 
United States House of Representatives 
2252 Rayburn House Office Building 
Washington, D.C. 20515-2104 


The Honorable Chris Dodd, Chairman 

Senate Committee on Banking, Housing and Urban Affairs 

United States Senate 

448 Russell Senate Office Building 

Washington, D.C. 20510-0702 


The Honorable Charles B. Rangel 
United States House of Representatives 
2354 Rayburn House Office Building 
Washington, D.C. 20515-3215 


The Honorable Richard Shelby, Ranking Member 

Senate Committee on Banking, Housing and Urban Affairs 

United States Senate 

304 Russell Senate Office Building 

Washington, D.C. 20510-0103 


Dear Congressional Leader, 

The intent of his letter is to bring to your attention certain unintended consequences of the current bank 
regulatory environment, which hinder the country's economic recovery. This atmosphere could com- 
pletely frustrate economic recovery efforts and may well promote the failure of many more banking insti- 
tutions. 

BNB Bank is a very unique community institution founded in 1 986. We are a small bank, with just under 
$400 million in assets, maintaining offices in New Jersey, New York and Pennsylvania. Our mission, for 
the past seventeen-years, has been to provide financing to small businesses in our region, in partnership 
with the U.S. Small Business Administration. As a minority institution, we embraced the SBA program in 
the early 1 990s and acquired the requisite skills in this area, which were then used for the benefit of the 
communities and people we serve. As our expertise in SBA lending grew, so too did our outreach to 
small business. 
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We are extremely proud of our accomplishments, which include numerous awards from both the New Jer- 
sey and New York districts of the Small Business Administration and recognition by those SBA districts 
over many years as the #1 small bank lender in our region, which encompasses New Jersey, New York 
City and the Philadelphia area. As you are well aware, 2009 was a year when banks, in general, did not 
make credit available to this sector. One of the major factors contributing to our success as an SBA 
lender in 2009 was the recognized reluctance of larger institutions to lend to small business. 

We take particular pride in our SBA lending performance in 2009, a year in which we were the: 

• # J SBA Lender in the Nev> York District 

• a 2 SBA Lender in the New Jersey District 

• It 2 SBA Lender in the Philadelphia District 

• It 1 SBA lender multi-state lender in New York, New Jersey & Philadelphia 

• #11 SBA Lender in the country 

We were fortunate to have been permitted to participate in the U.S. Treasury's Capital Purchase Program 
(TARP) and that indeed helped us to continue serving our markets, as it was intended to do. Not only did 
BNB Bank step-up for small business, but we actually increased our SBA lending performance, as com- 
pared to prior years. 

There is, however, an unfortunate negative aspect to small business lending. The toll that the economic 
situation has taken on small businesses in the past few years is well known. We have worked diligently to 
assist our borrowers in getting through this crisis, but many are barely hanging on and several of them 
have been unable to survive. BNB Bank, as a partner to many of these businesses, has also not been 
spared from these economic problems. 

Due to the high percentage of typically weaker SBA loans in our portfolio and the recent economic down- 
turn, our asset quality and earnings have suffered. Nonetheless, we are making every effort to strengthen 
the bank and are working through a number of remedial actions in full cooperation with our primary regu- 
lator, the Office of the Comptroller of the Currency. One of those remedial actions, which places BNB 
Banlc “in harms way” is the imposition of higher minimum capital requirements by the OCC. The effect 
of that action is the automatic classification of BNB Bank as less than well capitalized-, despite the fact 
that our capital ratios would ordinarily categorize us as well capitalized. This classification, by its very 
definition, triggers additional consequences, as follows: 

1 . Access to funding becomes very restricted. Since a less than well capitalized institution is 
automatically ineligible for non-traditional funding sources (such as brokered CDs), a 
community bank, such as BNB, must rely solely on its ability to attract local deposits for which it 
must compete with other institutions in its immediate market. This, as you might imagine, places 
great emphasis on a given bank’s ability to generate deposits through the offering of interest rates 
competitive in its market place, and ours, the Northern New Jersey/New York City area, is a 
fiercely competitive market place. 

2. The mandating of these higher minimum capital requirements by the OCC causes the automatic 
imposition of statutory restrictions on deposit interest rates, under the new provisions of Section 
337.6 of the FDIC Rules and Regulations, effective January 1, 2010. These new interest rate 
limitations restrict the rates we can offer to the public for deposits, unless the Bank operates 
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within a “high rate area,” Despite the fact that we operate in one of the most competitive of the 
world, we are informed by the FDIC that we are not operating in a “high rate area.” This causes 
the Bank to be limited to the “national rate cap” in setting deposit rates. 

As President Obama pointed out, following his recent meeting with community bank representatives, 
community banks are particularly vulnerable to over regulation by bank regulators. The imposition of 
higher minimum capital ratios creates a chain reaction of events, which, if not remediated, will severely 
impact bank liquidity and may cause the failure of many community banks, such as BNB. Because of 
these restrictions: 

/, We will be forced to pay nearly one-half percent less, on most of our deposit products, than the average 
rate paid by our local competitors, who are not similarly classified as Less Than Well Capitalized At this 
juncture, with bank deposit rales already very low, a . 50% variance is extremely significant to most 
depositors. 

2. Our ability to attract new deposits to our institution will be greatly impaired. 

3. Our ability to retain maturing/existing deposils will be dangerously hindered. 

4. Our viability as a bank may be threatened, due to a liquidity crisis resulting from these limitations. 

5. A potential bank-failure will be created by the automatic application of rules intended to strengthen, and 
not harm, the banking system. 

6. At the very least, without local sources of funding, we will be unable to continue our mission to serve small 
business and to make credit available to that sector. 

We are not suggesting that regulators lower the capital requirements for community banks without justifi- 
cation. We are suggesting that the unintended ramifications of the automatic interaction of certain regula- 
tions, which were likely intended, in good faith, to implement the will of the Congress, be revisited and 
reconsidered. This technical change may remedy a result that could seriously impair the banking system 
of the nation and cause catastrophic numbers of community banks to fail. It is doubtful that these regula- 
tions were intended to have such a negative impact on so many. 

We have brought this matter, in summary form, to the attention of President Obama. This is an extremely 
urgent situation that necessitates prompt investigation by you, the Congress and bank regulators to avoid 
this calamitous result of these automatic triggers , which we believe to be the unintended consequence of a 
good faith attempt to regulate banks safely, On behalf of our senior management and board of directors, I 
now urge you to review the facts I have presented and to verify the points that have been made. Your in- 
terest in this matter could very well prevent further harm to our already fragile economy and to this coun- 
try’s community banks. 



cc; Sheila C. 6air, Director, Federal Deposit Insurance Corporation; John C. Dugan, Comptroller of the 
Currency; Camden R. Fine, President and CEO, Independent Community Bankers of America 
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Comptroller of the Currency 
Administrator of National Banks 


Washington, DC 20219 
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March 5. 2010 


The Honorable Barney Frank 
Chairman 

Committee on Financial Services 
Washington, DC 20515 

Dear Mr, Chairman: 

I realized after the hearing that there may have been some confusion caused by my answer to a 
question by Congressman Green regarding the Administration’s proposal to create a Small 
Business Lending Fund (SELF). I wanted to clarify that, although I would support an expansion 
of guaranteed SBA lending activities by commercial banks, that in no way diminishes my 
support for the proposed SBLF. Access to credit by small businesses is an important factor in 
our economic recovery and in lowering the unemployment rate, and the SBLF would help 
provide credit to this important sector of the economy. 

As proposed, the SBLF would support lending by viable community banks with assets under $10 
billion. Banks with less than $1 billion in assets would be eligible for investments up to five 
percent of risk weiglited assets, while banks with between $1 billion and $ 10 billion in assets 
could receive investments up to three percent of risk weighted assets. As lending to small 
businesses increased, the dividend rate payable to Treasury would decline. As long as it remains 
clear that the new loans are intended to be made to creditworthy borrowers, as Treasury has 
made clear, 1 think this is a sensible proposal that would create a strong incentive to make new 
loans to small businesses. 


Sincerely, 
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Questions for The Honorable Elizabeth Duke. Governor. Board of Governors of the 
Federal Reserve System, from Chairman Frank: 

Many feel that the crisis was caused by financial institutions that became too big and too 
complex. Now that the crisis is ending the four largest banks are 50% bigger and much 
more complex than before the crisis. Are you happy with this outcome? If not, what are 
you prepared to do to reduce their size and complexity? 

The recent financial crisis demonstrated the problems posed by financial institutions that are 
perceived to be “too big to fail.” As supervisors we are pursuing a number of initiatives in this 
area. 

First, we are vigorously addressing the weaknesses at major financial institutions with regard to 
capital adequacy, liquidity management, and risk management. Firms whose failure would pose 
a systemic risk should receive especially close supervisory oversight and be held to the highest 
prudential standards. Aside from its direct benefits for the safety and soundness of these large 
institutions, this approach also should help offset financial firms’ incentive to grow until they are 
perceived to be “too big to fail.” 

Second, we are paying close attention to compensation practices that can create mismatches 
between the rewards and risks borne by institutions or their managers. As the Federal Reserve 
and other banking agencies have noted, poorly designed compensation policies can create 
perverse incentives that can ultimately jeopardize the health of the banking organization. 
Management compensation policies should be aligned with the long-term prudential interests of 
the institution, be tied to the risks being borne by the organization, provide appropriate incentives 
for safe and sound behavior, and avoid short-term payments for transactions with long-term 
horizons. 

In addition, we and our supervisory colleagues around the world are exploring requiring banking 
firms to iden tify obstacles to the sale or liquidation of parts of the firm, areas of unnecessary 
complexity, and obstacles to an orderly resolution, and to show they can quickly produce the 
information needed for the supervisor to orchestrate an orderly resolution should the need arise 
(so called “living wills”). A living will of this type could remove some of the uncertainty around 
a possible resolution. As part of their ongoing oversight, supervisors could target the areas 
where a firm’s plarming falls short of best practices. Focusing on the legal, contractual, and 
business relationships among the firm's subsidiaries could yield significant benefits for 
prudential supervision in normal, as well as stressed, times. The various elements of the 
regulatory system could thus be better integrated by identifying mechanisms and connections for 
the transmission of risk and liability between affiliates and by identifying relationships that may 
present an obstacle to the ready sales of businesses, the proceeds from which might allow the 
firm to avoid failure. 

For the two banks that are above the 10 percent cap on deposits, would yon approve a new 
deposit taking branch? Are you intent on flouting the express desire of congress? 
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You have said that the Bank of America’s former thrift deposits don’t count toward the 
market cap. Would you tell the committee how those former thrift customer are treated 
differently by the bank? Can they use B of A ATM machines? Go to B of A branches? 
Apply for consumer loans? 

The terms of the deposit cap, and the authority of the Federal Reserve to apply that cap, are set 
by statute and do not cover all manners in which an insured depository institution may expand. 
Specifically, the deposit cap provision in Section 3(d) of the Bank Holding Company Act 
(BHC Act) applies only to interstate acquisitions of a bank. See 12 USC 1842(d). By its terms, 
this limitation does not apply to in-state acquisitions, acquisitions of savings associations, branch 
openings, or organic growth. If a bank holding company such as B of A proposed to acquire a 
bank in an interstate transaction, however, the deposits of its subsidiary thrifts and bmiks alike, 
together with the deposits of the bank to be acquired, would be included in the bank holding 
company’s amount of total deposits for purposes of evaluating compliance with the 1 0 percent 
deposit limit in Section 3(d). 

If pending legislative proposals are enacted, the deposit cap limitation would be broadened to 
include acquisitions of savings associations. 



International Council 
of Shopping Centers 


February 26, 2010 

Chairman Barney Frank 
Committee on Financial Services 
United States House of Representatives 
Washington, DC 20515 

Chairwoman Nydia Velazquez 
Committee on Small Business 
United States House of Representatives 
Washington, DC 20515 


Congressman Spencer Bachus 
Committee on Financial Services 
United States House of Representatives 
Washington, DC 205 1 5 

Congressman Sam Graves 
Committee on Small Business 
United States House of Representatives 
Washington, DC 20515 


Dear Chairman/woman and Members of the House Financial Services Committee and House Small Business 
Committee; 

Thank you for conducting today’s joint hearing on the Condition of Small Business and Commercial Real 
Estate Lending in Local Markets. Over the last year, the International Council of Shopping Centers (ICSC) 
has worked to highlight our significant concerns about the lack of access to capital and credit impacting 
commercial real estate and retail businesses. ICSC has developed a legislative concept that would create 
significant investor incentives and help to rebalance the debt/cquity equation plaguing the regional and 
community banking system. 

ICSC is the premier global trade association of the shopping center industry. Its nearly 60,000 members 
include shopping center owners, developers, managers, investors, retailers and brokers, as well as academics 
and public officials. With this broad reach across the retail real estate industry, we believe that we have a 
unique perspective into how the current credit crunch is impacting Main Streets across the country. 

As we look at the economic indicators on the horizon, we believe that the lack of access to capital or credit 
for the retail real estate industry will worsen in the coming year. According to the February 1 1, 2010 report 
by the Congressional Oversight Panel on the Troubled Asset Relief Program, between 2010 and 2014, about 
SI .4 trillion in short-term commercial real estate (CRE) loans will expire. Meanwhile, the FDIC is reporting 
that lending in 2009 by the banking industry fell by $587 billion, or 7.5 percent. Additionally, the secondary 
market for commercial real estate, the Commercial Mortgage Backed Security market, remains almost 
entirely frozen. 

As we are beginning to see, the credit troubles facing commercial real estate translate into potentially 
systemic problems for the regional and community bank system. At the end of 2009, the FDIC considered 
702 banks to be in danger of failing, and nearly 3,000 banks have excessive concentrations of debt in CRE 
loans. Furthermore, nearly half of the maturing CRE debt coming due are on properties that are 
“underwater,” meaning that the borrower owes more than the property is currently worth. This poses a 
significant dilemma for borrowers, lender and regulators. 
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In response to this growing threat, ICSC has been developing a legislative concept designed to provide 
temporary tax incentives to attract new equity for existing commercial real estate assets. This new equity 
would be used to deleverage or pay-down bank held CRE debt and to provide capital investment in the 
property to create jobs. 

If enacted, this proposal would largely be targeted to assist small and medium private developers that own 
and operate commercial properties, the largest sector of commercial real estate owners and developers, as 
well as community and regional banks. Moreover, this is not a “bail-out” for the commercial real estate 
sector because everyone has to give a little to get a little. There is no direct federal spending, no federal 
guarantees, and private capital is picking the “winners” and “losers.” Ultimately, taxpayers and consumers 
will benefit by reducing bank failures and limiting losses to the FDIC insurance fund, while creating new 
jobs. 

Our incremental plan to rebalance outstanding CRE loans with an infusion of new equity will bring Loan-to- 
Value ratios (LTV) and debt service coverage back in line with appropriate underwriting standards. Once 
these under-capitalized loans are rebalanced, ICSC believes that the banking industry will be in a better 
position to deal with truly toxic commercial real estate assets and generate better terms for lending across all 
asset classes. 

Something needs to be done to rebalance the debt/equity equation for commercial real estate and the banking 
industry and to allow for greater lending for Main Street businesses across the country. We believe that we 
have developed a thoughtful concept that merits immediate consideration by your respective committees. 

Thank you again for your attention to this matter and please do not hesitate to contact the ICSC Global 
Public Policy staff at 202-626-1400 for additional information. 

Sincerely, 

Betsy Laird 

Senior Vice President, Global Public Policy 
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international Council 
of Shopping Centers 

ICSC Accelerated Depreciation Proposal for Commercial Real Estate 

The Problem 

There is growing consensus that declining property values in the commercial real estate sector pose 
the next great economic crisis for the nation. Commercial real estate values are down 30% to 40% 
(more than even residential real estate) and tens of thousands of commercial properties across the 
country are “underwater,” with the borrower owing more than the property is worth. According to the 
Congressional Oversight Panel of the Troubled Asset Relief Program, banks hold approximately $1.5 
trillion of commercial real estate debt that will come due in the next three years. And the greatest 
exposure in relation to capital is not with large money center banks but with regional and community 
banks, which are the primary sources of credit to small business. 

Last year, the FDIC shut down 140 commercial banks and hundreds more are expected to fail during 
the next four years as a result of losses from commercial real estate loans - at a cost of $100 billion to 
the FDIC. Greater losses in the banking sector ahead will further suppress bank lending, strain the 
financial system, threaten the ability of the economy to recover and hurt job creation. 

As property values fall, and lenders adopt more restrictive lending standards with lower debt ratios, 
the commercial real estate industry needs to find vast new sources of equity capital to remain afloat. 
This proposal is designed to attract new equity capital to commercial real estate, with the requirement 
that the new funds be used to pay down commercial bank loans, reducing the excessive debt ratios 
that threaten both the commercial real estate and banking sectors, as well as the broader economy. 

The Solution 

ICSC's concept is designed to provide temporary tax incentives that can produce new equity for 
existing real estate projects. The incentives are simple: enhanced depreciation on the new 
investment equity and deduction of losses that are not subject to passive loss limits. A key condition 
of the proposal is that at least 80% of the invested capital would be directed to reducing the 
outstanding balance of the commercial mortgage debt with the remainder going to energy efficiency or 
tenant improvements. The new equity investors would receive a disproportionate share of the 
depreciation and would be able to take a one-time 50% bonus depreciation the first year or depreciate 
their share of the investment over 15 years instead of 39 years. The immediate infusion of equity 
capital earmarked to paying down debt would lower loan-to-value ratios on existing loans and improve 
debt coverage ratios, easing debt market concerns and favorably impacting the broader economy. 

The Success 

This proposal would bring new equity to commercial real estate and enable banks to convert troubled 
loans into performing loans. The number of bank failures would be reduced (at a savings to the FDIC 
deposit insurance fund), and banks would be in a better position to extend new credit to support the 
economy. While the new deductions would impose revenue costs on the Federal government, those 
costs would eventually be reclaimed as future depreciation benefits are reduced and gain is triggered 
upon taxable sales. 

At ICSC, we believe that our plan is the only one aimed at helping the largest sector of commercial 
real estate owners and developers - small to medium private businesses that own and operate 
commercial properties. This is not a “bail-out* of the commercial real estate sector by the federal 
government. Washington does not have to invest or guarantee anything. Ultimately, taxpayers 
benefit by reducing bank failures, limiting revenue losses from failed banks, shopping centers, and 
other retail businesses, and avoiding the related loss of jobs. 
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The National Association of REALTORS® (NAR) is pleased to offer our views on the “Condition of SmaE 
Business and Commercial Real Estate Lending in Local Markets”. The National Association of 
REALTORS® represents more than 1.2 million REALTORS® who are involved in commercial and residential 
real estate as brokers, sales people, property managers, apprmsers, counselors, and others engaged in all 
aspects of the real estate industry. 

Having a sound and well-functioning commercial and multifamily real estate sector is critical to our country’s 
economic growth and development, and to millions of U.S. businesses of all sizes that provide local 
communities with jobs and services. It is estimated that the commercial real estate sector supports more than 
9 million jobs and generates billions of dollars in federal, state and local tax revenue. Nonetheless, the overall 
economic downturn and crisis in the broader financial markets is directly impacting not only the 
fundamentals of commercial real estate finance, but also the oudook for recovery. And while the commercial 
and multifamily real estate markets play a vital role in the economy, these markets are now experiencing the 
worst liquidity challenge since the early 1990s. 

Many in the $6.5 trillion commercial real estate industry have been warning for some time that the liquidity 
crisis facing our industry has the potential to wreak havoc on the broader economy. In fact, an apt 
description for the situation is that commercial real estate is the “next shoe to drop”. The collapse of the 
nation’s housing market had and continues to have a huge impact on the entire global financial system. 
Likewise, it is important to recognize the economic ramifications of a widespread collapse in the commercial 
real estate markets. 

Just this month, Moody’s proposed that “Pjosses on commercial real estate loans could top $150 billion by 
the end of 201 1 In fact, last month more than 6% of commercial mortgages in the U.S. were delinquent 
and the number continues to rise at an alarming rate, according to the Wall Street Journal. By year end, 
delinquency rates on loans for commercial properties could rise to between 9% and 14%, according to 
Jefferies & Co., as consumer spending and confidence continue to be low. Furthermore, commercial 
property values have fallen 43% across the board from their peak in 2007, according to Moody’s. Moody’s 
also estimates that commercial property values could fall between 44% and 55% from 2007 prices. Billions 
of dollars in U.S. mortgages are now underwater, meaning the loan balance is higher than the value of tiie 
underlying asset. Falling real estate values have forced many banks to reduce their commercial real cstaW loan 
volumes, which arc down 86.5% from 2007.' 

A crisis is looming in the commercial real estate market due to a confluence of issues that include: (1) 
economic conditions, especially high unemployment; (2) weakening commercial property fundamentals; (3) 
declining commercial property sales volume and price; (4) slowing commercial property lending; and (5) 
increasing commercial loan delinquencies. These circumstances, paired with $1.4 trillion of anticipated 
commercial mortgages’ maturities through 2014, create a challcn^ng commercial real estate finance 
environment. 


' Wei, Lingling. “Another CMBS Bright Spot -J.P. Morgan Expected to Sell $500 Million in Inland Western Debt.” 

WaU Street Journal 2 Dec. 2009: C8. 
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Combating the Crisis 

NAR believes that a number of solutions will be necdai to lessen this crisis. Since all properties are different, 
different approaches will be necessary. We sec commeroal properties as falling into one of three categories: 
properties that are simply not sustainable; properties that are performing, current, and can support their debt, 
but may have difficultly refinancing because their values are lower than their debt; and properties that are 
viable long-term but need immediate help with loan modifications or refinancing assistance. There are a 
number of solutions that we believe can start to solve the problems in two of these three categories. In the 
first category are properties that are not viable and cannot be saved. But properties that faU within the other 
two are viable long-term and can be saved with a variety of tools. It is critical that steps are taken now to 
prevent a total coUapse of commercial markets and a corresponding downturn in our economy. 

NAR presents six proposals to improve commercial real estate markets. While none of these can solve the 
crisis alone, together they can all contribute to a recovery. We urg^ the Committee to give these proposals 
strong consideration. The proposals are: incentives for increasing investment in properties; increasing the cap 
on credit union business lending; a mortgage insurance program for performing commercial loans; additional 
Federal Reserve and banking agency guidance especially relating to term extensions; an extension of TALF; 
and improve lending access for small businesses. 

Incentives for Increasing Investment Property - Accelerated Depreciation 

Improved cash flow for investors/ owners of commercial real estate would help to fend off some of the 
challenges the market faces. The most effective means of improving the cash flow on real property is to 
provide more generous depredation allowances. We believe that some combination of accelerated 
depreciation (or shorter recovery periods) and passive loss relief would be significant investor incentives. 
Proposals related to depredation would have the most immediate and beneficial impact on investment 
incentives and carry great potential for improved cash flow. Improved cash flow can soften some of the 
coming commercial liquidity crisis, particularly as it affects performing loans that are underwater. 

Increasing the Cap on Credit Union Business Lending 

The bi^est problem in commercial real estate and small business markets is a lack of liquidity. Commercial 
banks account for $1.5 trillion, or 45 %, of outstanding commercial real estate debt^ Due to the slumping 
economy and falling commerdal real estate values, many commercial banks have tightened their credit 
standards and reduced their loan volumes. For example, lending was down 7.82% among the ten lar^st U.S. 
banks in 2009. While large banks, with assets over $10 billion, hold over half of commercial banks’ total 
commerdal real estate whole loans, their actual exposure (total commerdal real estate loans/total Tier 1 


2 Congressional Oversight Panel, Februa^ Ovenight Commercial foa/ Estate Lasses and the Bisk to Financial Stabili^, 

(February 10, ^10) (online at http://cop.senate.gov/documents/cop-021 1 lO-report.pdfi (hereinafter "Ovemght 
Panel”). 
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capital) is relatively low when compared with small and mid-sized financial institutions.^ Tier 1 capital is die 
amount of money hanks have on hand to cover any loan losses. 

According to the Congressional Oversight Panel (Overset Panel) report issued this month, banks with 
assets of $1 billion to $10 billion have the highest commercial teal estate exposure, followed by those with 
assets of $100 million to $1 billion. These two asset groups have an average commercial real estate exposure 
of 347% and 345% more than their available Tier I capital reserves, respectively. Unlike large banking 
institutions, small and mid-size banks are more vulnerable to aimmercial real estate trends because they do 
not have credit card services or investment banking operations to offset significant commercial real estate 
losses. 

The Oversight Panel report also identified smaller regional and community banks with “substantial” 
commercial real estate exposure account for almost half of the small business loans issued across the country. 
Of the 8,1 CK) U.S. banks, 2,988 small institutions have “problematic” exposure to commercial real estate 
loans, according to the Wall Street Journal, In other words, their level of commercial real estate loans is at 
least 300% of total capital or their construction and land loans exceed 100% of total capital. This exposure 
amongst small regional and community banks has caused a sigmficant decrease in credit available to the small 
business community, which has slowed down the national economic recovery. This decrease in small 
business loans also has the potential to elevate problems within the commercial real estate industry by further 
reducing cash flows and raising vacancy rates. Additionally, we are concerned that lending will be further 
constrained as more banks continue to fail, are seized, or taken over by regulators. The Wall Street Journal 
reports “Since January 2008, 181 banks and savir^ institutiorts have been seized by regulators, including 16 
so far this year.” 

During previous crises consumers and businesses have relied on credit unions to fill in the gaps where banks 
could not serve them. Credit unions have been providing business loans for more than 100 years. Today, 
however, credit unions arc hampered by a business lendit^ cap of 12.25% of total assets. Many commercial 
REALTORS® have reported having strong, long-lasting relationships with credit unions, which could help 
them refinance and sustain their properties but find the lending cap presents an obstacle. More than half of 
the outstanding business loans held by credit unions have been extended by those approaching or at, the cap. 
That means that credit unions with experience in handling commercial loans arc unable to continue to help 
get us out of this crisis. We are pleased to support H.R. 3380, introduced by Rep. Kanjorski (D-PA) and Rep. 
Royce (R-CA), that will increase the cap on credit union lending to 25% of total assets. 

Mortgage Insurance Program for Performing Commercial Real Estate Loans 

Commercial real estate loans are generally short-term - sometimes even less than five years. The problem 
commercial properties are having is that when they go to refinance an existing loan, there can be a s^nificant 
difference between the current appraised value of the property and the debt currently serving the property. 
Even on performing properties, lenders will not refinance at the existing debt level and are instead demanding 
a new infusion of capital into the project — capital which simply isn^t available. 


^ Oversi^t Panel 
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One proposal is to develop a mor^ge insurance program for commercial debt. This would not insure the 
entire value of the loan, but instead would offer insurants on the difference between the current value and 
the debt service. Such a proposal or even a government guarantee program could bolster commercial 
markets during this difficult time. The program could be structured to limit eligibility to performing 
properties that have been evaluated and are income producing, and expected to be viable in the long-term. 
Banks would pay a guarantee or insurance fee that would help fund the program. The insurance could be 
short-term and designed to cover the equity gap until the market rebounds. 

Additional Guidance Relating to Term Extensions 

Another proposal for helping performing properties overcome the equity gap is term extensions. For 
properties that can support their current debt, a simple loan extension makes perfect sense. As most 
commercial loans are short term, these loans refinance frequendy. If instead of r«;|uiring a refinance at the 
end of a loan term (and having to deal with the equity gap), lenders could be encouraged to extend the term 
of the current loan. 

Currendy lenders are not offering extensions because they are wary of oversight and regulatory concerns. 
Federal guidance encouraging these types of extensions for appropriate properties could be a helpful tool. 

Extension of TALE 

The commercial mortgage backed securities (CMBS) market, which supports commercial and investment real 
estate lending, continues to remain righdy constrained. In 2007, the CMBS market provided approximately 
$240 billion in financing. In contrast, the CMBS market provided less than $13 billion in issuance in 2008, 
despite stroi^ credit performance and hi^c demand from borrowers. 

With an average of $300 billion in commercial real estate loans maturing each year for the next decade and an 
extremely limited capacity to refinance, the result could very well be widespread systemic damage. Deutsche 
Bank’s Parkus estimates that more than 65% of loans packaged into CMBS won’t qualify for refinancing 
when they come due. This lack of capacity threatens our economic recovery. This threat is exacerbated by 
the hundreds of billion in commercial mortgage loans coming due in the next several years. In fact, the 
inability to secure financing will result in increased loan defaults and foreclosures, and the forced sale of many 
properties at greatly depressed prices, creating a ripple effect of financial losses and more job layoffs. CMBS 
delinquencies climbed to about 6.5% this month, an all-timc high according to Trepp. Fitch Ratings 
estimates this number could reach 12% in 2012. Last November, the first CMBS in over 18 months was sold 
with assistance from TALF. Additional loans are now in the program’s pipeline. At the end of 2009, the 
Federal Reserve reported it had made $7 billion in TALF CMBS loans. The initial success of TALF helped 
drive two other CMBS refinancing deals that were completed in the fourdt quarter of 2009, without help 
from the program. Nonetheless, these deals were conservative in nature, featuring extremely strict 
underwriting standards and greater safeguards to investors. 

This year, up to $20 billion of commercial mor^ge bond issuance is expected, according to Barclays Capital. 
However, due to the long-term nature and complexity of putting together CMBS deals ~ often taking 
between six months and two years to complete ~ potential investors will be excluded from participation in the 
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program as a result of the March 31, 2010, and June 30, 2010, sunset dates for legacy and newly issued 
CMBS, respectively. The Oversight Panel cautions “[tjhe withdrawal of Federal Reserve liquidity programs 
such as TALF (a partially TARP funded program) may result in wider spreads, less readily available capital for 
commercial real estate, and more difficulty refinancing loans at maturity.” Given additional time, we expect 
TALF to continue to jumpstart the private commercial mor^ge markets by restoring investor confidence. 

The extension of the TALF program through at least the end of 2010 is the most effective way to 
immediately address the crisis in the commercial credit market with the least exposure to the taxpayer. TALF 
should be extended as soon as possible in order to continue to help restore capacity and address the 
enormous credit shortfall facing commercial real estate. 

Improve Lending Access for Small Businesses 

In addition to addressing the issues facing the commercial real estate market, improving access to capital for 
small businesses — ^widely acknowledge as a critical part of growing the American economy — is also greatly 
needed. According to recent reports, banks reduced the amount of money extended to small businesses by 
$15.7 billion between S^tember2008 and September 2009.^ As banks continue to pare back small business 
lending, we believe that the Small Business Admirustration (SBA) can be a useful tool for facilitating access to 
the loans small businesses need. 

Unfortunately, however, it seems many small businesses are having trouble getting SBA loans to grow and 
improve their operations. Applications for SBA loans can be as much as 100 pages long; documentation is 
required that most small businesses don’t keep; some lenders are uninformed on who is eligible for the loans; 
and even after these obstacles are surmounted, SBA lenders are often still reluctant to make the loans. 

Like any small business, many real estate brokers and a^nts stru^le to find capital for day-to-day operating 
expenses, debt service, capital expenditures, and funding for expansion. Unfortunately, our members report 
that SBA lenders continue to turn them away under the mistaken belief that real estate agents are ineligible 
for SBA loans despite the SBA’s recent clarification that independent contractor sales agents are, in fact, 
eligible. NAR appreciates the SBA’s willingness to provide that clarification and is hopeful that SBA lenders 
will soon “get the message.” 

Recently, the President proposed increasing the limits of SBA loans. While we welcome the proposed 
increases, we are concerned that this will not get at the core issues of an arduous application processes and 
reticent lenders. NAR has made recommendations to SBA to improve the current situation. In particular, we 
have su^ested in comment letters that the SBA should seek authority to eliminate SBA’s 1/4 point guaranty 
fee for loans with maturities of 12 months or less where the total loan amount is no more than $150,000. A 
quarter percent on a $150,000 loan is $375 and, to the extent that a $375 fee migjit affect the SBA’s decision 
to make a loan, the fee should be eliminated. 


^ Appelbaum, Binyamin and Ylan Mui. “Lack of Customers, Assets Stunting Growth of Small Business.” The 
Washington Post 23 February 2010: A 12. 
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NAR has also proposed waiving lender fees, as permitted under the American Recovery and Reinv^tment 
Act (ARRA). This would eliminate fees that impede lo^ applications and ultimately the loans themselves. 
Among the SBA's stated reasons for excluding this me^ure from recent efforts to stimulate lending are the 
prioritization of borrower relief and a need for appropriations to fund the measures. NAR believes that if the 
Administration wishes to increase small business lending, it should not matter on which side of a transaction 
fees occur if the fees continue to prevent loans from being made. We would also uige Congress to provide 
appropriations for these measures that will match small business demand. 

The availability of credit to small businesses has a strong impact on commercial properties. According to the 
Oversight Panel, lar^ banks with the highest exposure to commercial real estate loans also account for nearly 
40% of all small business loans. As small business credit becomes even less available, commercial markets 
will continue to suffer. Many small businesses take out short term loans to cover inventory or payroll 
expenses until sales or other revenue is generated. However, many of these borrowers have found 
themselves unable to obtain credit in the last year. According to the National Federation of Independent 
Businesses, the percentage of small business owners holding a business loan or credit line each fell almost 
20% in the last year. This makes it harder for them to pay rent on their leased space, or causes them to 
abandon their business, creating high vacancy rates in commercial space, which can decrease the value of the 
properties, adding to the crisis. 

Conclusion 

Having a sound and well-functioning commercial and multifamily real estate sector is critical to millions of 
U.S. businesses of all sizes that provide local communities with jobs and services and, consequently, to our 
country’s overall economic growth and stability. 

NAR believes it is critical for Congress to act now. During the previous commercial market collapse in the 
1980s, the Oversight Pane! states that “rot^hiy 2,300 lending institutions failed and the government was 
forced to expend $157.5 billion (^proximately $280 billion in 2009 dollars) protecting depositors’ funds and 
facilitating the closure or restructuring of these organizations.” Given that the same report states projects 
that losses at banks could range as high as $200-300 billion between now and 2011, something MUST be 
done. 

We thank the Committees for this chance to provide input on the important issues surrounding the 
commercial real estate crisis. The National Association of REALTORS® looks forward to additional 
opportunities to work with the Committees and find solutions to recreate healthy markets, communities and 
our economy. 


National Association of REALTORS® 
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Februaiy 25, 2010 


The Honorable Barney Frank 
Chairman 

The Honorable Spencer Bachus 
Ranking Member 

House Financial Services Committee 
2129 Rayburn House Office Building 
Washington, DC 20515 

RE: Challenges Facing Community Banks 

Dear Representative Frank and Representative Bachus: 

I have represented community banks on federal and state regulatory matters for 
over thirty years. 1 can honestly say that the past two years have been the most trying 
times the financial industry has ever experienced. Too often the investment banks are 
being mischaracterized by the media as part of the commercial banking industry; and, due 
to this mischaracterization, members of the public are led to believe that all banks, in 
some fashion or form, are paying excessive executive compensation, when in reality most 
true community banks pay executive salaries that are based on market norms. 

The Troubled Asset Relief Program, “TARP,” as originally planned, would have 
allowed banks to sell their loans to the federal government. Unfortunately, the large 
banks (e.g. Bank of America, J.P. Morgan Chase, CitiGroup, etc.) could not avail the 
benefit of that program due to the securitization of loans, which would have required 
security-holders to agree to the discounted values of those loans. Instead, TARP was 
changed to provide capital to banks. Consequently, the availability of capital that was set 
aside for the banking industry became a very subjective process and resulted in only a 
handful of small community banks receiving TARP funding. For the banks who did 
receive TARP funds, it was clear that the funds were to be used for lending. 

Now, federal banking regulators e.g. the Federal Reserve Board, Federal Deposit 
Insurance Corporation, Office of Thrift Supervision, and the Office of the Comptroller of 
the Currency (collectively the “Regulators”) believe the funds should be used differently 
then originally intended. The Regulators are viewing the TARP funds as funds that 
should be used for enhancing reserves and the capital positions of banks and not for 
lending. The Regulators are requiring banks to substantially use the TARP funding to 
increase reserves and meet newly created capital requirements, instead of lending money 
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to the communities which they serve. In fact, in a recent Safety and Soundness 
Examination of one of our clients, the FDIC Examiner in Charge advised the Board of 
Directors that the purpose of TARP was for enhancement of loan loss reserves and 
heightened capital requirements for the banks 

What we are seeing today is a self fulfilling prophecy. Regulators are using spot 
visitations prior to fall Safety and Soundness Examinations as a first step in downgrading 
community banks individual CAMELS ratings and thus, the overall ratings of the bank’s 
themselves. Once highly rated community banks, with Composite ratings of 1 ’s and 2’s, 
are being downgraded in these visitations, only to find their CAMELS and Composite 
Ratings being subsequently downgraded again during the follow up Safety and 
Soundness Examination, This results in increased deposit insurance premiums, a 
decrease in available sources of fanding, restrictions on deposit sources, and farther 
scrutiny on deposit rates paid to customers. All in all, the result is increased expense, and 
decreased earnings for the community banks, which farther exacerbates their problems. 

As Congressmen Barney Frank and Walt Minnick succinctly stated in their letter 
of October 29, 2009, to the five federal bank regulators, examinations have become 
driven by “Asset Quality”. When Asset Quality is given a low rating, regulators seize 
upon the opportunity to reduce other CAMELS ratings. For example, the Asset Quality 
of virtually all community banks in Florida has suffered from the unprecedented 
devaluation in real estate values, a condition which was outside of the control the 
respective management of most community banks. However, where in prior 
examinations, Management had received a “1” or “2” Management Rating, with 
examiners’ comments lauding the effectiveness and oversight of Management, current 
examinations are now very critical of that same Management based upon loans that had 
been approved several years earlier, but have become “Classified” or are 
“Nonperforming”. Mark to market valuations are also having an adverse impact on real 
estate markets, as recovery is hampered by the valuations of Bank-Owned properties in 
surrounding areas. Had the TARP Program as initially proposed been put into effect, 
community banks would have been able to sell their troubled loans to the federal 
government and would not have been required to mark those assets to-market. The 
government could have worked with borrowers whose homes or commercial real estate 
projects, which are now instead being foreclosed on, and continue to clog markets and 
stymie real estate price recovery. As Congressmen Franks and Minnick pointed out, 
banks are being forced to “Fire Sale” loans, which they would have normally been able to 
hold until the markets stabilized. This creates yet another regulatory imposed loss for 
which Management will be blamed in the examination by the Regulators. 

Community banks are the backbones of our communities. Community banks are 
the banks that are lending to the small businesses and play a vital role in stimulating the 
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U.S. economy. The big banks are not even lending to small businesses or to community 
banks with regards to lines of credit that would help them for liquidity purposes. 

Furthermore, capital, which is an important component for every financial 
institution, on the community bank side, is becoming very difficult to come by, due to the 
“moral hazard” created by the FDIC (i.e., investors are reluctant to invest in banks pre- 
receivership, when a government guarantee exists after a bank has been taken from the 
FDIC post-receivership). While the 15 largest banks have relatively few problems raising 
capital, due in part to their large market caps, access to sophisticated capital markets and 
discounted share values, the opposite is true at the community bank level. In fact, in 
today’s market it has been very difficult for community banks to raise even $3 million or 
$4 million in new capital. Part of this problem is that private equity firms are now 
circling to take advantage of the toss sharing transactions promoted through the FDIC 
resolution bid process, as opposed to investing in community banks that are being 
mandated by the Regulators to have super high Tier 1 Leverage and Total Risk Based 
Capital Ratios. The minimum capital requirements under Part 325 of the Federal 
Regulations provide that to be “Well Capitalized” a bank must have at least 5% for Tier 1 
Leverage Capital and 10% for Total Risk Based Capital. In Florida, community banks 
are being required to have 8% to 9% Tier 1 Leverage Capital requirements and between 
12% and 14% Total Risk Based Capital Requirements. Again, these are all unofficial and 
totally subjective standards imposed by the Regulators. The capital standards between 
states are also different. In at least one case, an industrial bank in California is being 
required to maintain 10% Tier 1 Leverage Capital, while Georgia banks are being 
required to have 8% Tier Leverage Capital and 10% Total Risk Based Capital. When 
asked at a recent bankers association forum about the discrepancies in capital 
requirements. Chairman Sheila Bair stated she was not aware that there were enhanced 
capital requirements. 

Mandating unofficial higher capital ratios takes away the leverage capabilities and 
the 20% to 25% types of returns on equity numbers that private equity investors or 
institutional investors seek. The only way they can see those types of investment returns 
materialize is to be the winning bidder on FDIC assisted transactions, where the FDIC 
picks up a shared loan loss of anywhere between 80% to 85%. Private equity investors 
naturally want to be part of that resolution because the government is picking up the 
majority of the risk and there is a high return on their investment. 

While private equity investors deserve to be able to profit from their investments, 
they should be required to do so through the front door by first having to invest in 
community banks needing capital, as opposed to the back door investment where private 
equity essentially has no risk. In other words, private equity should have to acquire an 
existing stressed bank before being able to benefit from purchase accounting and other 
accretive benefits that are achieved from the FDIC resolution process. 
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As far as Safety and Soundness Examinations, there is no consistency. Senior 
examiners provide some balance, but there are a lot of young examiners who do not have 
the necessary backgrounds or experience to properly assess risk. Former FDIC Director 
of Supervision and Resolution, Paul G. Fritts, recently stated that most of the FDIC 
examination staff today does not have the expertise necessary to properly analyze credit 
risk. What examiners are now doing, especially federal examiners, is simply requiring 
the banks to increase their loan loss reserves to mirror the bank’s percentage of 
nonperforming assets. In essence the examiners are simply trying to do a dollar for dollar 
reserve, as if the banks are going to have a 100% loss on those assets. This is neither 
proper risk assessment, nor is it realistic. 

Concentrations in commercial real estate have also been a significant area of 
concern for the banking regulators. The Financial Institution Letter (“FIL”) 105-2006 and 
the related Concentrations in Commercial Real Estate (“CRE”) Lending, Sound Risk 
Management Practices (the “Guidance”), were issued by all of the banking regulators, in 
some form, in late 2006. It was initially feared by many of those who commented on the 
Guidance, as well as some members of the House Subcommittee on Financial Institutions 
and Consumer Credit, that examiners might interpret the Guidance as requiring banks to 
adopt all of the risk management measures referenced in the Guidance, or use the 
Guidance to set numerical thresholds for CRE concentrations.' 

After an extensive comment period, the Guidance itself stated that it did “not 
establish specific CRE lending limits, rather promoted sound risk management practices 
and appropriate levels of capital that will enable institutions to continue to pursue CRE 
lending in a safe and sound manner.” Guidance, 71 Fed. Reg. at 74,585. The Guidance 
also indicated that the FDIC was not going to use the levels as a standard, but rather as a 
preliminary step to assess risk. Finally, the Guidance suggested that portfolio stress 
testing and other risk management processes were to be appropriate to the “size and 
nature of the portfolio, as well as the level and nature of concentrations and the associated 
risk to the institution.” 


Today, however. Regulators are using CRE concentrations as a yardstick for risks 
inherent in the portfolio, even if the portfolio is geographically diversified. Federal 
regulators are also recommending that community banks reduce CRE lending and even 
sell some existing CRE loans that have been rated “Substandard” or worse. Of course, 
any loan sales in the current real estate environment yield only a fraction of the value of 
the loan, causing community banks to take additional losses. 


' Letter from Paul Smith, Senior Counsel, Am. Banker’s Association, to Robert E. Feldman, Executive 
Secretary, FDIC, Jemiifer J. Johnson, Secretary Board of Governors of the Federal Reserve System, Officer 
of the Comptroller of the Currency and Office of Thrift Supervision 3 (Mar, 30, 2006). 
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Problematically, although community banks hold only around 11% of total 
industry assets, community banks originate 38% of all small business and farm loans. 
According to the FDIC, banks with less than $1 billion in assets make more than half 
their loans to small businesses. In such a precarious point in our economic cycle, cutting 
lending to small businesses and farms could exacerbate existing pressures on the 
economy, leading to an increased probability of a double-dip recession. 

As a result of the current regulatory climate, the number of institutions in Florida 
whose Composite Rating is “1” has declined dramatically. There are less than six such 
“highly rated” institutions in Florida now. Banks that have failed in the state have been 
purchased by much larger, out-of-state banks, which further erodes the purpose and 
necessity of community banks in their respective communities. 

Of the remaining 292 Florida banks, less than six banks have a Composite “1” 
rating, with about eighteen banks having Composite Ratings of “2” or “3”. The 
remaining banks have either a “4” or “5” Composite Rating. The Florida Office of 
Financial Regulation (“OFR”) has also expressed fhistration with what the FDIC is 
doing. OFR representatives have advised some of our bankers that they believe these 
examinations by the FDIC are too harsh. As OFR representatives view 2010, they see 
that banks need to maintain an “Adequately” capitalized status in order to be able to 
survive until 2011 and beyond. Notwithstanding this assessment, Regulators continue to 
push artificially high capital requirements coupled with extremely high reserve 
requirements, applying a forward-working supervisory approach. Traditionally banks’ 
loan loss reserves were required to be 1% to 1.5%, but are now required to maintain 3% 
to 4.5% reserves. When asked at a recent bankers meeting, FDIC Chairman Bair 
indicated that she was not aware that the Atlanta Regional Office was mandating higher 
capital levels. 

From an ethics perspective, another issue needs to be addressed. One could 
reasonably argue that the FDIC has a conflict of interest regarding its ability to use the 
CAMELS ratings of community banks as a means to replenish the FDIC’s Deposit 
Insurance Fund. Although this issue has been litigated previously to some extent, there is 
no denying that a lower CAMELS rating for a bank will increase the amount the bank is 
assessed by the FDIC each year, as base assessment rates are calculated using a 
combination of financial ratios and CAMELS component ratings. With the FDIC 
desperately is in need of funds, and having masterfully eliminated the Ombudsman 
appeal process by issuing formal enforcement orders simultaneously with examination 
results, the FDIC can effectively ensure higher rates without public comment or formal 
rulemaking. 
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I recognize that I have covered a number of topics in this overview, but would ask 
you to consider this information in discussions that you and members of the House 
Banking Committee will have on what needs to be done to resume lending in the banking 
industry. Additional or more stringent regulations for community banks is not the 
answer. There are over 4,500 pages of federal banking regulations today. As Congress 
looks to regulating the big banks from a risk factor standpoint, they need to look at ways 
to help the community banks by alleviating some of the regulatory burdens that they are 
being placed under and getting the Regulators to work with the community banks who 
are trying to work with their customers through troubled debt restructuring and 
modifications. FDIC Chairman Bair recently stated that if banks were having problems 
with their examiners as far as their being treated unprofessionally or in their examination 
ratings, they should utilize the Ombudsman appeal process. Having utilized that process 
on various occasions, we find that the FDIC, by downgrading banks to a “4” Composite 
Rating, has eliminated most banks from being able to challenge their examinations. 
Instead of being able to use the Supervisory Appeal Review Committee or the 
Ombudsman process, community banks are being precluded from that process because of 
their Composite Ratings, leaving only the more expensive administrative hearing process. 


Sincerely, 

IGLER & DOUGHERTY, PA 
/s/ A. George Igler 
A. George Igler 
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Thank you for convening the Joint Hearing on “The Condition of Small Business and 
Commercial Real Estate Lending in Local Markets.” The continued difficulty in accessing 
capital makes this topic critically important and timely. Nonprofit organizations - like 
small businesses and the commercial real estate market - have been significantly 
impacted by the financial crisis and have encountered great difficulties in obtaining the 
capital investments and short-term funding needed to sustain and expand their services 
in response to the growing needs of communities throughout the nation. Because of 
the severe budget shortfalls facing a large number of state and local governments, their 
nonprofit partners are experiencing significant delays in receiving reimbursement 
payments for contracted services. These nonprofits have already made significant cost 
reductions and many have exhausted available financial reserves and lines of credit. 
Without access to short-term funding, these nonprofits, whose work is critical to 
meeting the needs of the communities they serve, will be forced in the coming months 
to lay off more staff and close essential facilities, and some may shut down altogether. 
The Independent Sector appreciates the opportunity to submit a statement for the 
record on this important issue. 

Independent Sector is the nation’s leading coalition of charities, foundations, and 
corporate giving programs. Our approximately 550 member organizations represent a 
broad cross-section of our nation’s nonprofit community, which exists to meet society’s 
needs in diverse areas such as education, human services, community development, 
health, and more. 

The Economic Impact of Nonprofit Organizations 

Nonprofit organizations are a significant portion of our nation’s economy. There are 
approximately 1.5 million nonprofit organizations,' including hospitals, museums, private 
schools, religious congregations, orchestras, public television and radio stations, soup 
kitchens, and foundations, that benefit the broad public interest. In 2008, these 
organizations were responsible for generating 5.2 percent of our nation’s GDP.^ 

Nonprofit organizations are also a considerable source of employment In 2005, the 
year for which the most recent statistics are available, nonprofits employed 1 2.9 million 
people, nearly 1 0 percent of America’s workforce^ accounting for 8 percent of wages 
and salaries paid in the United States.^ Similar to businesses, most nonprofits are small - 
52 percent have fewer than ten employees and 65 percent have fewer than 25 
employees.^ 


‘ Congressional Research Service, An Overview of the Nonprofit and Charitable Sector, 
R40919 (2009). 

^Id. 

’ Kennard Wing, Thomas H. Pollak, & Amy Blackwood, The Nonprofit Almanac 2008 (The Urban 
Institute Press 2008). 

* Id 

’ Congressional Research Service, supra note 1 . 
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Investing in job creation by nonprofit organizations provides a double benefit to our 
communities because it v^ill not only provide important jobs for Americans, the work 
those employees carry out improve the quality of life for many others. Nonprofit 
organizations engaged in delivering human services deliver a range of assistance to over 
98.0 million Americans,^ including 37.3 million individuals at or below the poverty level.^ 
These organizations operate most of our nation’s homeless shelters and food banks, 
provide services to people that are elderly and have disabilities, and offer support to 
families and youth that are at-risk. Their services are integral to the economic health 
and vitality of communities, particularly during these difficult economic times. These 
critical functions include providing job skills and training, as well as child care, financial 
counseling, and other support services many Americans need to find and maintain 
employment. 

Credit Experience of Nonprofits 

Nonprofit organizations partner with states and localities by contracting with 
government to deliver essential services. These organizations increase the impact of 
government investments by supplementing those dollars with private contributions of 
financial support, in-kind goods, and volunteer services. Nonprofit organizations whose 
primary purpose is the delivery of human services rely on this funding for approximately 
66 percent of their total support - nearly $85.3 billion annually.® The organizations are 
typically required to provide the services before they are reimbursed and must shoulder 
those costs until government processes the receipts. 

However, because of the severe budget shortfalls facing a large number of state and 
local governments, nonprofit service partners are now experiencing additional long 
delays in receiving reimbursements for expenses they have already incurred.’ It is 
estimated that at least $15 billion - 18 percent of all government funding to nonprofit 
human service providers - is currently being held in delayed reimbursements or will be 
delayed if the problem is not addressed.'® Moreover, the problem is expected to 
become more acute in the coming year as American Recovery and Reinvestment Act 
funding for state and local governments comes to an end. A recent news article 
reported that much of Illinois’ $3.8 billion in unpaid bills is owed to nonprofit groups 
providing critical services to the state’s citizens." Newark, New Jersey cut a $1 million 


* Wing ET AL., supra note 3. 

’ U.S. Census Bureau, Income, Poverty, and Health Insurance Coverage in the United States; 2007 (2007), 
http://www.census.gov/hhes/www/povetty/poverty.html. 

* Wing ET al., supra note 3. 

’ See Varina Winder, Alliance for Children and Families and United Neighborhood Centers of 
America, Some States Are Delaying Payments to Nonprofits (Apr. 30, 2009). 

Conservative estimate based on anecdotal evidence and preliminary data from the Michigan Nonprofits 
Association indicating that 50 percent of organizations receiving government funding are experiencing 
delays in payments. 

" JohnKeilman, Nonprofit Groups Hang by a Thread Wailingfor Slate Funds,CHlCAGOTKmME(¥eb. 
18, 2010), http://www.chicagotribune.com/news/local/noithnorthwest/ct-met-broke-agencies-0218- 
201002 1 8,0,3897492,full.story. 
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contract to a nonprofit for job training and other assistance to 400 mentally ill welfare 
recipients, forcing it to shut down the program and lay off about a dozen people.'^ 

In more stable economic times, nonprofits cover the lag between incurring expenses 
and receiving reimbursements through a combination of lines of credit and private 
donations. Now, many nonprofits have reported that they have utilized the maximum 
amounts available under their ongoing lines of credit, banks have shrunk the size of the 
credit lines available to them, and the cost to access credit lines has become 
prohibitive.'^ Moreover, the private contributions nonprofit organizations frequently 
count on to weather long delays are also dwindling.''' Individual giving has declined, and 
private foundations that have watched their endowments plummet now have fewer 
dollars available for new grant funding.'" 

For example, one nonprofit reported that last year, a financial institution dropped the 
line of credit it has used for a number of years to cover monthly expenses that are 
incurred and later reimbursed under a government contract. The nonprofit helps 
developmentally disabled adults find and keep jobs. It has typically borrowed $35,000 - 
$40,000 a month against expected reimbursements of $40,000-$45,000. When the 
nonprofit tried to get another line of credit from local banks, they were told they would 
have to have an individual co-sign the loan. Their board and staff members are not able 
to take on this level of individual risk. The prospect of laying off employees and cutting 
services has become more imminent as the nonprofit draws down its savings.'" Another 
organization, owed $ 1 .5 million by Illinois, has paid $50,000 in bank borrowing 
expenses, lost interest income which was used for its budget, and been forced to cut 
paychecks to its 200 employees.'' 

Adding further pressure on nonprofits is the staggering increase in demand for services. 
Nonprofit organizations are experiencing an unprecedented increase in the number of 
individuals and families asking for basic services and financial assistance to survive the 
nation’s current economic crisis. For example: 


'' Jacqueline Salmon, Government Cutbacks Leave Faith-Based Services Hurting, WASHINGTON POST, at 
AOl (Feb. 20, 2009). 

See Winder, supra note 9. 

" See, e.g., Catholic Charities USA, Snapshot Survey: Crisis Exceeds Financial Woes, 
http://www,catholiccharitiesinfo.org/NetCommunity/Page.aspx?pid=1075. 

See e.g., Kristi Heim, Gates Foundation Endowment Drops $2 Billion, THE SEATTLE TIMES (June 9, 
2009), 

http://seattletimes.nwsource.eom/htmFthebusinessofgiving/2009319668_gates_foundation_endowment_dr 

o.html. 

Individual Report to Independent Sector. 

'' Marshall Eckblad, When States Can't Pay, Small Employers Face Cash Drought, WALL STREET 
Journal (Feb. 9, 2010), 

http://online.wsj.eom/article/SB10001424052748704820904575055622253997154.html. 
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• The State of Arizona reported an increase of more than 1 00 percent in the 
number of people who sought social services in 2008,'® and economic 
conditions have declined significantly in the following year. 

• United Way saw a 68 percent increase in the number of calls for basic needs 
such as securing food, shelter, and warm clothing in 2008, and is receiving 
10,000 to 15,000 more calls every month compared to the previous year.” 
Nationally, more than 5,000 requests for services went unmet due to lack of 
resources. More than 50% of these requests were for some form of housing 
(either emergency shelter or transitional housing).^® 

• Catholic Charities USA’s 2009 Fourth Quarter Snapshot Survey revealed a 
dramatic increase nationwide in requests for life-sustaining emergency 
services across the country. Of the 47 agencies responding to the survey, 
83% reported an increase in the working poor seeking assistance, 70% 
reported an increase in families seeking assistance, 57% reported an increase 
in the homeless seeking assistance, and 51% reported an increase in the 
middle class seeking assistance. These clients include unemployed parents: 
two-income families struggling to make ends meet; pregnant women and 
teens, homeless with nowhere to turn; former donors to Catholic Charities 
organizations now in need of help; and repeat clients with deeper needs and 
greater barriers to self-sufficiency.^' 

While nonprofits are working feverishly to meet the increased demand, they are facing 
severe financial constraints that are threatening their capacity to continue, much less 
expand, services to accommodate the exponential grovsith of need. 

Organizations are moving as quickly as possible to develop new ways of doing business 
and collaborating with each other to address this crisis. Some are merging operations 
with other nonprofits, while others are restructuring their operations - combining 
service centers, postponing new projects, and developing shared back-office service 
arrangements with other nonprofits. Many are also looking to inventive new fundraising 
approaches. However, these measures are very costly and time-consuming and mostly 
increase the financial burdens of the organizations in the short-term. 

Without access to affordable credit and capital investments, nonprofits that provide 
critical services to meet the needs of their communities that have already been forced 
to lay off staff and close essential facilities, altogether will need to make further cuts in 
jobs and services and some may shut down altogether. An estimated 300,000 jobs at 
nonprofit human services providers — nine percent of the nonprofit workforce - are at 
risk,^^ endangering services to at least 7.8 million Americans.^ 


Craig Anderson, Demand for Assistance Sours as Foreclosures, Layoffs Take Toll, THE ARIZONA 
Republic (Jan. 5, 2009), 

http://www.azcentral.com/arizonarepublic/business/articles/2008/12/27/20081227biz-nonprofitsl227.htmI. 
” The United Way, Report for Housing and Urban Development on Trends in Housing-Related 
Calls (2008). 

United Way of America, http://\vww.nnedv.org/census/DVCouiits2006/DVCounts06_Appendices.pdf, p.3. 

Catholic Charities USA, http:/ /www.catholiccharitiesusa.org/NetCommunitv/P3pe.aspa?pifl-1Q/i4 . 

U.S. Census Bureau, supra note 7. 



368 


The Need for Assistance 

The current financial crisis has produced a confluence of circumstances that pose a 
significant threat to nonprofit organizations and the critical services they provide to our 
nation’s citizens. As the House Financial Services Committee and the House Small 
Business Committee consider programs to assist small businesses and the commercial 
real estate market, Independent Sector strongly urges you to consider the credit issues 
that nonprofits are experiencing and that you work with the nonprofit community to 
develop solutions that will benefit the sector and the economy. 

One possibility is to permit the banks that received TARP funds to fulfill their 
obligations under the TARP program by making bridge loans to nonprofit organizations. 
Such an initiative could encourage banks and community development financial 
institutions (CDFIs) to treat government receivables as collateral for loans. Eligible 
nonprofits would include those organizations that have clearly documented contracts or 
grant commitments from government bodies that will be fulfilled within a specified time 
period. Loans would be repaid when state and local governments are able to resume 
their normal reimbursement procedures and schedules and, therefore, there would be 
little or no risk to taxpayers. 

Nonprofit organizations, similar to small businesses, are suffering the consequences of 
lack of access to capital - the real possibility of having to cut jobs, shut down focilities, 
and curtail services. In order to avoid this outcome, we are requesting that existing 
programs aimed at capital access incentivize banks to provide short-term bridge loan 
funding to otherwise healthy, creditworthy nonprofits with quality government 
receivables so that they are able to survive these difficult times and continue serving 
those in need. Such an initiative would assist families on Main Street by encouraging 
banks to provide low-cost loans to the nonprofits that provide vital services to our 
nation’s citizens. 


“ See Catholic Charities USA, 2007 annual Survey. Estimate of individuals served by 300,000 
human services employees at a rate of 25.9 per employee. 
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February 2S, 2010 


RE: LOAN #62-5029571 

HIGHWAY 751 PARTNERS, LLC 

Chairman Frank and Members of the House Committee on Financiai Services, 

I am seeking some immediate relief for a perhaps unintended but egregious action. A couple of years 
ago, I obtained a $27mm acquisition development loan to acquire the land and build 300 multifamily 
units on Mallard Creek Road in Charlotte, NC (Exhibit A) 

With the sale of Washington Mutual to JP Morgan Chase ("Chase") in September 2008, we were 
informed that this loan was no longer possible and we needed to Immediately pay off the $2.8mm loan 
balance used to acquire the loan. (Exhibit B) We spent approximately $2mm of additional equity in 
anticipation of this development. We made several attempts to resolve the issue with Chase, who is 
represented by Mr. Gordon Kovacs in Houston, a recent ex-Washington Mutual employee. We informed 
Mr. Kovacs that we would obtain a new loan through HUD utilizing the 221-D4 program which we have 
diligently pursued. We have expended a year and several hundred thousand more dollars in processing 
the HUD loan. (Exhibit C) 

We were informed that through "due process". Chase has obtained our loan at less than $19,000.00! 
Many attempts by Mr. Kovacs and the law firm of Carruthers 8i Roth have been made to thwart our 
progress to obtain resolution including the making of false statements to the court that we were not 
diligently pursuing financing. We have furnished substantial proof of our attempts to the contrary. 
(Exhibit D) The turmoil of the market has also not helped and we have even had to deal with our 
original HUD loan underwriter, Capmark's, failure (Exhibit E). In spite of these obstacles and the 
constant barrage of legal assaults by Chase's attorneys, we have continued forward. Chase's efforts 
continue to hamper as they bleed precious resources and distract in their suits against me personally 
and undermine our efforts with HUD. It seems patently inequitable that a $3mm loan procured for one 
percent of its face value, with the help of me as a taxpayer through the FDIC, is contributing to my own 
destruction even as I attempt to reward Chase with a sixteen thousand percent (16,000%) return on the 
note (Exhibit F). 

We have offered to bring in a note buyer to purchase the note, restructure the loan and a host of other 
viable options, all refused in the steady march of Chase's foreclosure and liquidation of this loan. Chase 
has already started down the path of getting a judgment against my personal guaranty as a result of 
deficiency before the foreclosure is complete. No reasonable option has been accepted by Chase and 
we are quickly arriving at the end of solutions. This project adds several hundred much needed jobs to 
the economy and preserves this firm and its existing employee base. As one who has been appointed by 
the Speaker of the House and the Governor of the state of Florida, to address the economic challenges 
of our state (Exhibit G), I find this a perfect example of narrow decision making chipping away at the 
very timber of our economic recovery efforts. A foreclosure sale was held on Monday, February 22, 
2010, whereby Chase bid in at $2,330,316.00. 

As I write this letter, I have been informed that in a valiant effort to help, the Greensboro HUD field 
office has agreed to finance the project! (Exhibit H) I have been told by numerous Chase officials that 
since it is in litigation, they cannot address the matter while it is they who sued me for foreclosure. I 
have attempted to personally contact the Chairman of Chase, Jamie Dimon, through letters and the 
attached video, to no avail. 
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To what purpose have I and the citizens of this country rushed to assist major financial institutions in 
this country? To not make the development loan is bad enough. But to use their might and power to 
crush those that can provide resolution is beyond belief. This is a tragic commentary on our good 
intentions. 

Respectfully submitted 
Donald E, Phillips 

(and 300 hungry, anxious Americans) 
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W Washington Mutual 

Commercial Real Estate Lending 


Kun F. SchwHW 
Diiccicf Sebtioftsfe!];’ M?,r 
5^5 N'.->rrti Point Center j!a.« 
Ftxtrth flx-HH 

Alpharetta. Ccoriraa 'ftCCI 


Felwuaiy 9, 2007 

Donald E. Phillips 
Brad Minsley 

Phillips Development & Realty 
2080 Biwtmoor Road 
Ralei^NC 27604 

Re: Construction financing tor a planned 328-unit multi-fonily apartment project to be built on 30.2 acres on 
Mallard Creek Church Road in Charlotte, NC. 

Dear Donald and Brad; 

On behalf of Washington Mutual Bank (“WaMu”), we are pleased to provide the following term sheet for your 
consideraticH) for the pnqtosed constnictioa loan to provide financing for the above referenced property. This term 
sheet is not a commitment, rather an expression of WaMu’s interest to fiicilitate financing. 

Boirowen A to-be-identified single asset entity that owns the subject land, controlled by Donald Phillips. 

Loan Amount: The lesser of [i] $28490,000, [ii] 80% of loan-to-cost based upon approved project budget, or 
pii] 7S% ioan-to-vatue based upon the “as-stabilized” value fiom a WaMu ordered and reviewed 
MAI third-paity appraisal. The stabilized NOI, as indicated by the appraiser, must be sufficient 
to cover debt service on the loan amount at least I.ISx using assumed 6.S%/30-year amortization 
(constant = .0758). 

Pricing: 1-month LIBOR + 165 bps, floating. There will be an origination fee of624 bps paid at closing. 

Personal Donald E. Phillips will provide a 100% guaranty of complefion, principal, interest and fees. The 

Guanuity: repayment guaranty will reduce to 50% of the principal amount upon completion (issuance of 

final certificate of occupancy for all buildings). The repaym^t guaranty will reduce further to 
25% of fire commitment amount once the property generates an NOI capable of covering 
hypothetical debt service l.l5x. To determine NOI, three consecutive months of rental revenue 
in place will be annualized and decreased by the greater of [I] actual operating expenses for the 
previous twelve months decreased by adequate replacement reserves or [2] proforma operatug 
expenses. Hj-pothetical debt service vrill be based upon an interest rate a Uie greater of [a] 
contract pay rate, (bj 6.5%, or (c] 10-year Treasury + I50bps,withan8mortiz3tianof30yeats. 

Term: 36 months. 

Extension A single 12-nionih extension option contingent upon [i] no existing uncuied defiults, [ii] 

Oi»ion: property NOf covering hypothetical debt service H3x. To determine NOI, three consecutive 

months of rental revenue in place previous to the maturity date will be annualized and decreased 
by the ^eater of [1] actual opei^g expenses for the previous twelve months decreased by 
adequate replacement reserves or [2] proforma operating expenses. Hypothetical debt service 
will be based upon an interest rate at the greater of [a] contract pay rate, M 64%, or [c] 10-year 
Treasury + ISO bps, with an amortization of 30 years, and [iii] payment of a 20 bp extoision fee. 

Rep^nnent Interest-only during initial terra of loan. If extension c^rtion is requested and granted, loan will 
amMtize on a 30-year schedule during extension option term. 



m WAsliiAfton Mutual 


S^urity: W^u will be seoued by a first lioi moitgage/dteed of trust <m the b(Hiower’s fee simple interest 

in die subject 30.2 acre parcel of land to be improved with 328 rental multi-femily units totaling 
af^roximately 328,924 square feet, located at Mallard CrMk Churdh Road and Westbend Drive 
in Charlotte, NC. Wt^u will require the assi^iment of leases, rents, plans and ^lecs, as well 
as all ccmtracts associated vndi the project, including, but llmil^ to, the cmistruction 
contract, architect’s contract, englne«*’s contract, aid management contract. 

Contractor: Bank will require a fixed price Gross Maximum Price Contract (GMP) from an acceptable 

genera] contrach^r, and will require the gen^ contrac^r to be bonded. 

Develops Fee: The devetoper fee of $1,774369, due to Phillips DeveloiMn«»t & Realty, will be hmded as 
follows: [i] $1,064,621 (60% of die total development fee) will be funded on a percentage of 
compl^on l^ts as certified by Bank Construction Coiuraltant, and [ii] die remaining $709,748 
of Uital development fee) will be funded once the property gon^ates an NOI ca{^ie of 
coverir^ hypothetical debt s^ice I.ISx. NOI and hypotb^cal de^ s^ice definition will be 
ccmsistoit with diat identified in the Personal Guaranty section aboite. 


Finding Fee: The fmancing fee of $354,874, due to Phillips Development & Realty, vrill be held back from 
fiinding until the property generates an bK>I ct^iable of covering hypotlieticai debt service l.tSx. 
NOI and hypothedi^ ddK service definition will be ccmsistoit with that identified In the 
Po'scmal Guaranty section above. 

Deposits: WaMu vrill require that the Borrower keep its operating account for the project with WaMu 

\^ile loan funds are outstanding. 


Loan The Borrower will be r^xmsible for all reasonable costs of closing, including legal, tide, 

Doemnentation: aj^iraisal, environmoital, survey, structural, and any other report or infonnatitm requin»l by 
WaMu. 


Covenants; WaMu will require Dmiald FliiUips to maintain at all times a mimmum of at least $2,000,000 of 
unrestricted liquidity and a mimmum net worth of at least $30,000,000 while loan funds are 
outstanding. 


Closuig: Loan cl<»nig must occur on ot before June 30, 2007. 

Confi(fentiality: The subject tenn sheet is provided u> you on a confidential basis. This tenn sheet, in whole (X its 
individual terms within, are to be shared with any person or entity outside of the direct parties 
to the subject transaction. 


Washington Mutual is pleased to offer these terms for your consider^ion. Please call me to discuss this Term Sheet at 
678.366.4544 at your cfuliest convenience. I look frn>^d to hearii^ from you. 

Sinceiefy, 

Kurt E. 

Directed’ 


Accepted (MthctA deposit of S25.OOO}: 
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iP Washington Mutual 

Commercial Real Estate Lending 

February 9, 2007 

Donald E. Phillips 
Brad Minsley 

Phillips Development & Realty 
2080 Brentmoor Road 
Raleigh, NC 27604 

Re: Refinance of land loan secured by 30J2 acres on Mallard Creek Church Road in Charlotte, NC. 

Dear Donald and Brad: 

Attached under separate cover, please find a non-binding term sheet to provide construction financing for the above 
referenced jMoject Below are terms to refinance an existing land loan from Paragon Coiimercial Bank secured by 
the above referenced land. The two lorm proposals are joined. WaMu does not wish to seek qrproval for the subject 
land loan without acceptance of terms by the borrower for the construction financing of the proposed project On 
behalf of Washington Mutual Bank (“WaMu”), we are pleased to provide the following term sheet for your 
consideration for the proposed land loan to provide financing for the alwve referenced property. This term sh^ is 
not a commitment, rather an expression of WaMu’s interest to focilHate financing. 

A to-be-identified single asset entity that owns the subject land, controlled by Donald Phillips. 

The lesser of [i] $3,040,000, [ii] 80% loan-to-cost based upon purchase price, or pu] 80% loan- 
to-value based upon the “as-is” value ftom a WaMu reviewed MAI third-party appraisal. An 
appraisal report prepared by Fred H. Beck & Associates. LLC, dated August 19, 2006 is 
cuirendy being reviewed to determine if it complies with bank standards. If this ai^traisal is not 
acceptable, a new appraisal for the foil construction loan, to include both an “As-is” value of the 
land, as well as “As-Complete” and “As-Stabilized" values of the proposed 328-unit multi- 
family project, will be ordered by WaMu at the boirower’s cost 

I -month LIBOR + 225 bps, floating. There will be an origination fee of 50 bps of (he 
commitment amount paid at closing. Interest-payments during term, foil repayment at maturity. 

Donald E. Phillips will provide a 100% guaranty of principal, interest and foes. 

6 months. 

Interest on the loan will be paid from an interest reserve in the amount of $125,000 that will be 
held back from initial funding, and funded over time by WaMu as interest is billed. 

If the borrower accepts the subject land loan, and utilizes construction financing from a financial 
institution other than WaMu, the borrower will pay to WaMu and exit fee for the subject land 
loan of $100,000. 

WaMu will be secured by a first lien mortgage/deed of trust on the botrowm-’s fee simple interest 
in the subject 30.2 acre parcel of land located at Mallard Creek Church Road and Westbend 
Drive in Charlotte, NC. 


Director 


Bonrower; 
Loan Amount: 


Pricing; 

Cuacanty: 

Term: 

Interest 

Reserve; 

Exit Fee; 

Security: 


Sincerely, 



Kuit E. Schwarz 


r>jr<c{or. Kclaticsisfitfi 
Vorth P«nt f'cTiter t-osf 
i'oijffh Hoor 

.Aipharen* fteorpja .'*>1’? 


Accept terms for land loan by executing on page 2 of construction loan tram sheet attached. 



3800 Buffalo Speedway #200 
Fiouston, Texas 77098 
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Gordon Kovacs 
Direct line 713/354/6821 
FacsimiJe 713/354/6830 


i WashingtonMutiial 


October 23, 2008 


Highway 751 Partners LLC ■ 
1 5 1 0 West Cleveland Street ,/ 
Tampa, Florida 33606 


Re; LOAN NO. 62-5029571 to Highway 75 1 Partners, LLC (“Subject Loan”) 

Dear Borrower; 

JPMorgan Chase, through its ownership of a loan made by Washington Mutual Bank, FA, (the 
“Bank”) is the owner and holder of the note, commercial security agreement and all other documents 
evidencing, securing, governing or pertaining to the indebtedness evidenced by the note. 

The Bank has previously informed you that he Subject Loan matured on October 1, 2008. This is an 
Event of Default. To avoid collection action being commenced by the Bank, demand is hereby made for 
payment of the entire debt of $2,864,999.85, plus accrued interest and late charges or before November 6. 
2008 . If payment is not received in full by said date, the Bank will proceed with moving the debt to the 
Default Rate defined in the Promissory Note, and exercise all of its legal rights and remedies available 
under the loan documents and applicable law, all of which such rights and remedies are reserved hereby. 
Such remedies may include but are not limited to, foreclosure of the collateral pledged under the 
commercial security agreement and all other security instruments. 



VIA CERTIFIED MAIL 7160 3901 9846 2678 1462 
RETURN RECEIPT REQUESTED 
ANDU.S. MAIL 


If made by regular mail: 

Washington Mutual Bank 
P. O. Box 650528 
Dallas. Texas 75265-0528 


If made by overnight delivery: 
Washington Mutual Bank 
1 100 E. Arbrook Boulevard 
Arlington. Texas 76014 


H.\GORlX)NU)cniaiidLc!lcrs\i !i«hway75 1 DcinajRj.diw 



October 23, 2008 
Page -2- 
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The Bank reserves its rights to utilize any and all remedies available against all parties obligated under the 
Subject Loan, if all amounts owing are not received by said date. 

Any costs incurred by Bank in relation to your default are your responsibility to the extent provided in 
your loan documents and/or by applicable law. 

Should you have any questions, please contact the writer at 713-354-6821. 

Sincerely, 

Washington mutual Bank 

a division of JPMoi^an Chase Bank, 

National Association 


By: _ 
Name: 
Title: 






Gordon Kovacs 
First Vice President 


GAK.LLF 

c; Highway 751 Partners, LLC 
P. O. Box 458 
Tampa, Florida 33601 

Mr. Donald E. Phillips 
823 Seddon Cove 
Tampa, Florida 33602 


)R D( )N\r)onjartdl .cttcn-id ligliw ay75 1 l)cni:oi 
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HIGHWAY 751 PARTNERS, LLC 


February 24, 2009 

V!A EMAIL: Gordon.lcovacB@warnu.net 


Gordon Kovacs 
Washington IVhitual Bank 
3600 Buff^ Speedway #200 
Houston, TX 77098 

Re: $3,040,000.00 Loan From W^ington Mutual Bank, F.A. r iencter^ to Hflhway 751 
Partners, LLC F Bofrowen Dated March 15, 2CW7 (the "Loan* ) Secur^ by 
Approximately 30 acres, MaSard Creek Church Road, Chalotfe, North Carolina (the 
• Prooertv" ): FOR SETTLEMENT NEGOTIATION PURPOSES ONLY 

Dear Mr. KovacK 

The purpose of this fetter is to set forth the Borrower's proposal to extend and/or purchase 
ttte Loan. This tetter te for settlement negotl^ion purposes only and may not be construed as an 
admission of default or liability by either the Sorrower or the Guarantw. 

The Loan Is evidenced by, among other things, (i) that certain Loan Agreemeid between 
Borrower and Lender dated Mar^ 15, 2007 (the “ Loan ^arsement* ). (8) that certain Promissory 
Note to the principal amount of $3,040,000.00 from Borrower payable to Lender dated March 15, 
2007 (the ‘' Note" ). (Si) that certain Guaranty from Guarantor to Lender dated March 15. 2007 (the 
'GuBfanlv" ). and (iv) that certain Deed of Trust. Security AgreemenL Assignment of Leases and 
Rents and Fixture Filing from Borrower to Metro Title Comparry, LLC, Trustee for tlie benalit Of 
Lender dated ManSi 15, 2007 (the “Deed of Trust" ). The Loan Agreement, Note, Guaranty, Deed cf 
Trust and all other documanis evidencing and securing the Loan shall be reforied to colecOvely 
herein as the "Loan Documents *. Certain defined terms used herein that are not otherwise defined 
Shalt have Uie meanings ascribed to them in the Loan Documents. 

1 , Status of Loan . As of Ihe date of this letter, the principal balance doe under the Loan is 
ap(xox»nately $2,865,000.00, plus accared interest and late charges. The Loan matured on 
October 1 , 2006 (the “ Maturitv Date "). 
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Mr. Gordon Kovaos 
February 24, 2009 
Page 2 


2. Refinance Aonlkation; Short Teim Loan Extension . The Borrower has ma<te appfloatiofi 
to HUD for a loan to l» secured by the Property which will provide for the repayment of the Loan 
ffhe “ HUD AaotjcaBofi "). The Borrower proposes to extend the Loan untl May 31, 2009 phe “New 
Maturity Date* ) for purposes of completir^ the HUD Application process and review and 
determirwig whether the HUD AppHcatbn w8l be accepted. In considen^ton Of Lender's agreement 
to extend the Loan as provided herein, Borrower shall make interest payments to Lender in the 
amount of $5,000.00 cm each of March 31, 2009, April 30, 2009 and litey 31, 2009. Lender sliai! 
waive any and all late charges, penahies, coRectton costs and addltionai interest accruing and due 
under the Loan between the Maturity Date and the New Maturity Date, These terms and cotidifions 
(and the other terms of this tetter) win be evidenced by a formal Loan Moditotion Agreemera to be 
executed by the parties on or before March 6, 2009. 

3. Acxiastance of HUD AnoBcaHon. In ihe event the HUD Application is accepted by the 
New MsSurity Date, the Loan wtll be further extended for a period erf up to six (6) mohBis to a9ow for 
the closing of the HUD loan. During this period. Borrower shall continue to make interast payments 
to Lender In the amount of 56,000.00 on the last business day of each month, wWch vrJI be 
accepted by Lender as payment in Ml of all Interest accruing and due during such period. 

4. Rejection of HUO ApoHcation . In the event the HUD Application is not accepted by the 
New MaturSy Date, Lender will agree to sell the Note to Borrower or any affiliate of Borrower or 
Guarantor for the sum of $1,500,000.00 (the "Mote Saie’ t. The Note Sale shall occur within sixty 
(60) days foSowItrg the New Maturky Date (the " Hold PeriDd ‘1. During the Hold Period, the Lender 
shall take no action to enforce tis rights under any of the Loan Documents and will rxrf sell or 
assign the Note or enter into any agreements to soli or assign Ihe Note. Upon completion of the 
Note Sate. Lender sha# not provide any rtegative rnformatton regarding Borrower or Guarantor to 
any of the credit reporting agencies, and shall not Issue an IRS Form 1099 to either Borrower or 
Guarantor relieving any “Income' from the Note Sate. 

5. Confidentlalitv . The tarms of this letter and any subsequent settlement between the 
patties shall remain conlidenfial among the parties and their counsel. 

We predate your consideration of this proposal and believe that it is in the best infareals 
of a|] parties (o move forward in a non-confrontational manner. Our Clients are prepared to 
memoriaize the terms of this letter in a mutually agreeable Loan Morfification Agreement as soon 
as possible following the Lender's acceptance thereof. Please feel free to contact me with »iy 
questions regarding this matter. 


Yqui^ ^^, 
Donald E, Phillips 


Encloswe 

c: William H. Weatherspoon 
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Donald Phillips 


From: Kovacs, Qoitfon A. [BOrdon.l«)vacs®waniu.n^J 

Sent; Wednesday, February 25, 2009 12.14 PM 

To: Don^ Phil^rs 

Cc; Brad Mlnstey 

Subjecf; R6 WAMU loan to Hlfliway 751 


Dear Don: TWs proposal is not even close to being remotely acceptable. My first reaction was 'this is ludicrous". You are 
behind well over $100,000 in payments. I am ptennmg to contact my NC attorneys today. A forectosure in NC lakes 
enough timetoryoutohave answer from HUD, if you wish to continue along that route. If yrar wish to get serious about 
negotlatlohs, my phone number is 713 216-1346. 

Yours truly, 

Gordon 


From: Cathy Miter - Donald FhilHis' Executive Assistant Ima8to£athy@ptli1lc.com] 

Sent: Tuesday, Febniary 24, 2009 4:S5 PM 
To: Kovacs, Gordon A 
Cc Brad Minsley; Donald Phlllits 
SuUed: WAMU loan to Highway 751 

Mr. Kovacs - Per our previous conversation, attached is letter dated today from Mr. Phillips. 


CATHY MaLBB 

Executive Assistant to Donald Phillips 

PHIIUPS OEVBtOPMENT&RSAtTV 
142 W. Platt Street 
Tampa, Florida 33605 
(813)868-3100x113 
(813) 868-3102 (fax) 



Phillips 

DEVELOPMENfr e RSAtTY 


<OtUtOf.i(MUTyHOTKt;7IAfH>^>MU»9v,b<<h<i(b>f9fiyiOiHtHiKr\ti,bferlhes^letttrt^th*Me««fir^vir’>tfi}memere«AtobtepofUgMit!eeptoar1cUiiYli^tmMh«.Anr 
aruftali«tfmlrrptew,tiit>,tiltdcioreoidiarib^f!ttntionfOtm<l.i/ycitPrcpat:he Muxlearedphnr.phataiin^iihtetifecntvttthBMoiltrb^/vptyt-tiMIm'ffacttroyattcapietotfhe 
OflfthwffMssnjtC' 

Hftiise consldflr em'ironmem before printing Jhis email 


1 
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CAPMARK^ 


December 11. 2008 

Mr. Brad Minsfey, Principal 
Phillips Development & Realty 
142 W. Platt Street 
Tampa, FL 33608 

Sutject Project Name; Willow Run 

Location: 628 West Mallard Creek Church Rd. 

Charlotte, NC 

Number of Units 328 

Loan Anxjunt Requested; $28,768,700 

Dear Brad: 

Upon your execution and return in accordance with its tenns, this Engagen^t Letter Agreement 
and all its attachments fA^'eement') shall constitute the loan at^jlicafion of PDRH, U.C 
CApplicanf) for a Commitment from Capmaik Finance Inc. CCapmarlO to make a mortgage lean 
(’Loan*) tor the above referenced Project fProject*}. The Loan will be insured by the Department 
of Hou^g and Urban Development {*HUD*) under the provisions of Sectim 221d4 pursuant to 
the National KousItq Act as amended and the Regulations now in effect f insured LoarO, 

By signing this Agreement, i^llcant agrees to the provisions as defined in Exhibit A, (General 
Terms and Conditions) attachki and incorporated herein, which shall apply to the proposed Loan 
and agrees to pay to Capmark the toes and charges ttemized In this Agreement. 

The services Capmark wilt provide, pursuant to tHs Agreement, with respect to the HUD 
submission, shall include but are not limited to the following; 

• Complete an initial utidenmiting and analysis of the Project and provide recommendations 
regarding the proposal to be. submitted to HUD. 

> Prepare and submit the necessary ferms, exhtolts and application(s) (‘Application*) for a 
Commitment for Mortgage Insurance for the above captioned projertt. 

• Interact with all Principals and third party professionals regarding any requBements tiat 
are necessary for mortgage underwriting relative to the submission of the /^licatioa 

• Monitor your Application during the processing and underwriting period. 

» Oetemtine ttie most apprapiiata method of processing the Application eittrer under 
Muititomily Accelerated Processing CMAP”) ortraditlonai processir^ (TAP"). 

• Serve as your advocate with HUD during ail phases of the Applicalitm processing. 

• Provide a^ce, gukiatKe and assistance regarding the terms and conditions of the HUD 
Rrm Commitment, and strategy to appeal any unacceptable underwriting or closing 
requkements. 

• Facilitate In the placement of the construction and/or permanent fundft^ of the Insured 
Loan with an Investor vt4iose terms and conditions are acceptcMe to ttie ^pHcant 
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• Assist in the preparation and suPmfeslon of the Insured Loan’s iniiial/final endorsement 
fClosing') documents. 

• Close and service your loan. 


The Loan will be funded by Capmaik throi^h the ssde and delivery of Government National 
Mortg^ AssoclaHan fGNMA*) Mortgage Backed Securitfes or loan partidpation to an 
institutional mvestor (•Investor’^- Any discount, (dacemsnt fees or adcMional escrow deposits 
reqwred for the placemenf of the loan at die underwritten rate will be detennined after the 
issuance by HUD of the Firm Commitment for mortage Insuraocs. 

Upon your exerxition .and return of this Agreement in accordance wSh its temis, Capmark shall 
begin processing the AtH^licaiion and Ntiate the regi^ration wiftt the s^rpropr^e HUD office. 
Applicard: agrees to coop^e and provide Capmark with all the necessary information for loan 
underwriting on a timely basis, as required by Capmark atrd HUD. Applicant agrees to provide to 
Capmark the sources and uses fm any equ^ fmancirq to be provided for this transaction prkir to 
the submisskm of the initial application (“Application") to HUD. By accepting this Agreement, 
Applicant grmds permission for any Capmark or HUD emfdoyee or their agents, to vi^t and 
inspect the property and the permission to disclose al informab'on provided to them regarding the 
proposal, the management of the property, the Bomower and its Principals. 

in consideration of the 'tfirie and resources Capmark wilt devote on behaif of the Af^lcant, the 
Applicant grants Capmsvk the exclusive right to finandally represent and be the Lender to 
negotiate with HUD. Apt^cant represents and wmrants that upon execuSon of this Agreement, it 
will not tececute another SfrpKcation to Rnance the project with any other lender or lender's agent 
until the temnination of this Agreement with Capmark. Further, the AppBcant hereby grants to 
Capmark the exclusive right to arrange for placement of the Insured Loan, which placement shall 
be subject to the terms and conditions of a separate Financing Commitment between the parties. 

Both Capmark and the Applicarit warrant and represent that this Agreement is the entire 
Agreement with respect to the payment of fees and expenses, and no other representation, 
written or oral, or prior written agreemerrt is in any manner bincEng. No amerxlment or 
modification of this Agreement shall be valid unless in writing and signed by all parb'es. 

The following Loan Terms are Capmark's initial estimates based on the preliminary analysis of 
the Project data, attached hereto as Exhibit 'C', and are based on the infonnaljon given Capxnark 
by the Applicant. These terms are subject to adjustment and are not to be constiried as a 
Commitment to make a loan. 


Projected Loan Amount ■ 

$28,758,700 

Loan TermfAmoitization 

40 

Estimated Interest Rate 

6.75% determined at lime tale lock. 

Capmark Processing Fee 

Waived 

Third Party Reports 

$ 9,200 Appraisals (Limited & Final) 

$ 6.000 Markst Study 

$ 2,700 Environmental Reports 4128 

$ 7,500 Architectural & Costs Reviews 

$ Insoection & Reserve Analysis 

$ Anv srecial tBDOrts or reviews 
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HUD ApplicaCon Fee 

$ 86,278 (0.30% of the Loan Amount) 

Financiaq Fee 

$287,587 (1.00% ofttie Loan Amount) 

Placement Fee 

$N/A (0.00% of the Loan Amount) 


If fliese terms are acceptable to you, please sign at»d return one original copy of this Agreement 
(inckidii^ aH Exhibits), together with a check te the amount of $25,^0 representteg the 
Processing Fee ($waived)‘ and Third - Party Report Deposit ($25,400). This Agreement will 
beccHne elective only upon acceptance by the Applicant and receipt by Capmark witttin fen (10) 
business days following the date hereof. 

We appreciate the opportunity to provide you with your financing needs and look forward to 
vrorking with you on this traisaction. 

Yours truly, 


By: 




Cajinark Finance Inc. 
Steve R Brady, 

Vice President 


AUTHORIZED AND ACCEPTED THIS H DAY OF 2008; 
Brad Mlnsley, Principal 


By: 




Name:. 

Ttlle: 


Attachments: 


Exhibit A - General Terms and Conditions 
Exhibit B - Partial List of Required Exhibits 
E)diibit C - Preliminary Loan Analysis 
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EXHJBfTA 

GENEFJAL TERMS AND CONDITIONS 

The following General Terms and Conditions supplement the iftfarmation in the Agreement Letter 

1 . Under this Agreement, the definifian of the Applicant shtf I include the legal single purpose 
entity which is intended to be the borrowing enflty, if or vihen formed. The Prindpals or 
Sjxinsors of such entity shsJl include all the General Partners, all Limited Partners with 
'25% or more interest, the operaSng ofllcers. ail directors, and all shareholders with more 
than 10% interest; at Managing Members and Members with 10% or more ir^rest, and 
any agents or assigns thereof. By sigitng this Agreement, ttie AppRcant is imfic^ng that 
it is the Owner of :the Project, or the Owner's agent, or contrachraBy to control of the 
Prefect by way of. a valid, existing contract, and is duly authorbed to execute this 
Agreement for toe purpose of obtaining fmandng for toe ownership entity idenflfled hereto. 

2. Applicant hereby certifies that there is no financial or family relationship between any 
officer, cBrector, stodchoider, partner, or affiliate of Capmark, Its princiiai.stoff or contract 
employees working on this transaction and any officer, director, stockholder, partner, 
affiliate or subsidiary of the Applicant, Borrowing Entity, ifs Principals or Sponsors, the 
General Ccmtractor, or toe seller of the land or property. A|^icant acknowledges that the 
MAP Program prohibits any identity of interest as described in this paragraph, and toat 
tracBtional processing (TAP) requires prior written approval of any sucto identity erf totoresL 
Accordingly, Applicant agrees to nob’fy Capmark Immediately shodd any su^ jdemity'of 
interest become known it 

3. The Processmg Fee shall be used to offset Capmark's costs of travel, oredR reports, aid 
otoer reasonable: expenses of Capmark in connection with the {xncessing of fte 
Application, to bring about the issuance of a Fom Commitment The Processing Fee is in 
addtton to any oth'ei; fees or deposits collected for third party reports or HUD'S Application 
Fee. If so desired, Applicant shall notify Capmask In writing that Applicant requests toe 
option of authorizing any travel expenses prior to travel occuTing. If expenses incurred by 
Capmark exceed toe amount deposited by the Applicant, ften toe Applicant shall promptty 
reimburse such expenses upon demand by Capmark. The Applicant shall reimburse 
Capmark for expenses regardless of whether or not a Finn Commitment Is issued or 
Closing is achieved. 

Applicait hereby agrees toat if at any time during processing of the Applicatian, toe 
^iplicant elects to cancel, withdraw or otherwise not to proceed wKh the Application, or 
intentionally fails to furnish Capmark with toat which is necessary to complete processing 
of the Appiicafian, any funds continuing to be held by Capmark, after payment of al costs 
and expenses incurred to date by Capmark, shall be returned to Applicant. Applicant 
agrees to pay all costs, fees, and expenses incunred in connecrion with the preparation, 
processing, review, and submission of the Appliesffion, These charges Inoluda but are not 
limited to: toe HUD Applicafion Fee (0.30% of toe Insured Loan Anwunt), costs of 
preparation and review of all exhixts to toe Application (including any third p»ty reports 
and technical reviews), surveys, tWe reports, attorney fees, and any other .exj^nses 
necessary for toe processing of the Application through tte issuance of the Firm 
Commitment. 
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4. Applicant will pay to C^mark a FinarKing Fee of oneoefcenttt.OO%> ofthe Insured Loan 
amount stated in tf®. Firm. Commitment for processing the Application and obtaining a 
Firm CommHmertf ffom HUD, Upon issuance of Bie Firm Commitment, substantially In 
conformity with ttie' material terms of the Application, or such other form and amoutvt as 
sha# be reasonably acceptable to the Applicant or its Prindpal (s) or Sponsor (s). the 
Fnancing Fee shall be considered earned, due and payable. Payment of the Financhg 
Fee shall occur at the earlier of the Closing of the Insured Loan or the expiration of the 
Firm Commitment 


Applicant agrees ttiat there is no individual or group that has provided consdtant services 
to Capmark or is due a fee from Capmark in connecdon wHh this fransac^a Applicant 
a^ees that Capmark has no responsibMily for payment of any const^tant fees relsfing to 
this transaction. Applicant agrees to indemni^ Capmark from any and ail claims, 
demands and liabili^ Ibr consultant commissions, assignment fees, finders or other 
compensation arteir^ from the issuance of this AgreemerVt by Capmark or the making of 
tNs insured Loan. 

5. Applicant win also pay to Capmark a Permanent Placement fee of N/A of the Insured Loan 
amount The Permanent Placement Fee represents compensation for arangir^ the 
financing for the Insured Loan (tnduding construction financing, if applicable). The 
Permanent Placement Fee will be considered earned, due and payable at the time of the 
Insured Loan is placed with an investor upon tern® and conditions acceptable to the 
/^plicant. The Permanent Placement Fee shall also be paid not later than Ciodng of the 
Insured Loan. 

The Financfrtg Fee and Permanent Placement Fee outfined above are exclusive of any 
Insured Loan discounts, extension fees, bond issumice costs, and any HUD fees, or any 
other fees due any other parties not identified herdn, all of which are to be paid by 
Applicant. In the event the Insured Loan will provide ftmds for construction or substantial 
rehabiEtation, Principals or other acceptable guarantors w8l be called upon to guarantee 
payment of extension fees which may resuK'from delays in achiewng find loan dosing. 

6. Applicant acknowlei^s that (a) Capmark’s due diligence investigation and analysis of 
Applicant, Its Pritrclpais or Sponsors, the Prefect and its operations, including all 
appraisals, market studies, engineering reports and other kivestigations shall be done or 
have been done for the sole benefit of Capmark in its preparation of the Application; (b) 
such analyses may not be relied upon for any other purpose whatsoever by toe Applicant 
or any other party other than Capmark and HUD; and, (c) the analyses, appraisals, market 
studies, engineering reports and other invesBgatfons and reports are the property of 
Capmark solely for the use and benefit of Capmark, its affiliates and their respedive 
assignees, and will be held in confidence and not released to others without the prior 
written consent of Capmark. Upon Applicant’s request and execution of a Report Release 
Agreement, acoeptairie to Capmark, Capmark may provide a copy of any appraisal, 
rrrarket study and/or engineering report to Applicant for informational purposes only. 
Applicant agrees to pennit access to the Protect for such investigations and provide all 
necessary credtt search authorizations. No due dSigenoe consultant engaged by 
Capmark is or shall be deemed an agent of Capmark or its affiliates. 
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7. Applicant acknowteiges ttipt, whie Capmark wHf atfenpt to negotiate and obtain the Firm 
Commitment h general conformity wifo the terms In tl^s /^eement and tie Application, 
Capmaric has made no representations or promises that HUD will issue such a Firm 
Commitment, and Capmark will not be responsible or liable to Applicant if such a Finn 
Commitment is not issued, or ts issued on terms and conditions other than those 
oortempiated by this application, or should the Insured Loan not reach Ctosing in a 
manner or vifflhin the lime desired. Further, appropriation of wedit subsidy, if applicable, 
for the Firm Commitment shall be the sde responabifity of l-flJD, and C^mark wBI not be 
held liaWe for lack-foereof. 

8. Neither this agreement nor any statements contained herein or to the Applic^n shail be 
deemed to obligate Capmark directly or indirectly to make a Loan to the Applicar^, or to 
otherwise render sennces to the Applicant in connection with the making of a Loan. Any 
such commitment to make a Loan shall be only upon terms and condtoons agreed to by 
the parties in their sole discretion, and set forth in writir^ in a separate agreement 
between the parties. This separate agreement shall stipulate the financing terms and 
concfiftms for which the loan will be funded and shall not be enforceable against Capmark 
unless and until HUD has provided sufRdent amounts of credit subsidy for this Insured 
Loan (if appUCabte), which, shall be evidenced by written confirmation from HUD. 
Capm^ may elect to fond the toan through fts affBiafe Capmark Bank, in vitofch case 
Applicant agrees that all of Capmavk's rights under the Rmt Commitment wiB be assigned 
to Capmark 

To hefo the government fight the fonding of terrorism and money laundering activities. 
Federal law requires that ftoancial institutions implement a customer iderfiification program 
for the purpose of- obtaintog, verifying and recording information regarding the identity of 
their customers. When you apply for a loan with Capmark that may be funded by 
Capmark Bank, you will be asked to procride the name, tax identification number, 
residence or principal place of business, organizafional documents and other information 
that may be required to confirm the identity of the Applicant, the Mortgagor arrd each 
Principal or Sponsor of the Mortgagor as we deem necessary. 

9. Applicant also acknowledges that Capmark is relying upon data and information provided 
by the Applicant to preparing the Application (M-esentations and submissions. Appficant 
agrees to defend, indemnify and hdid Capmark and its employees atrd agents forever 
harrofess of and for all losses, costs or damages (including the costs and legal fees of 
attorneys selected by Capmark) incurred by Capmark as the result of any disputes 
between AppBcanL HUD and other related parties in the transaction over the accuracy of 
the data, representations or information provided by the Applicant. 

10. This Agreement may not be assigned by the Applicant or assumed by arty other person or 
entity without the prior written cortsent of Capmark. 

11. The scope of Capmack's services hereunder ts wholly and expressly limited to comply with 
condifiofts, requirements or procedures tasposed by HUD In connection with the 
Application and the issuance of the Ffim Commitment. Capmark shaB not be obHgated to 
engege in any activity whidt would be considered to be 'lobbying' pursuant to 24 CFR 
Part 86 or 87. 

12. Capmark has the right to publicize the financing of this Insured Loan after Closing at its 
own expense. 
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U.S. DEPARTMENT OF HOUSING AJND URBAN DEVELOPMENT 
Greensboro Field Office 
Office of Housing 

1500 Pinecrolt Roa<l Asheville Building 

Greensboro, NcKrth Csrolma 27407-3838 
336-547-4000 

www.hud.gov • espanoi.hud.gov 


‘im 1 8 2tB9 


Phillips Mallard Creek, LLC 
ATTN: Donald E. Phillips 
142 West Platt Street 
Tampa, FL 33606 

Dear Mr. Phillips: 

SUBJECT: Mallard Creek Apartments 
Charlotte, North Carolina 

This letter is to advise you that we have received the subject SAMA (Site 
Appraisal/Market Analysis) application proposing new construction of 300 units to be located on 
Mallard Creek Church Road in Charlotte, North Carolina. 

If you have any questions, please contact Brenda Ward, Project Manager, at (336) 
547-4000, extension 2125, 


Sincerely, 



Daniel A. McCanless, Jr. 
Director 

Greensboro Multifamily Hub 


cc: Mr. Brad Minsley 
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Capmark Files for Bankruptcy With $21 Billion in Debt (UpdateS) 

Share I Email | Print | A A A 

By Dawn McCarty 

Oct. 26 (Bloomberg) — Capmark Financial Group Inc., the lender owned by companies including 
Goldman Sachs Group Inc. and KKR & Co., filed for bankruptcy protection after posting a second- 
quarter loss of about $1.6 billion. 

The company listed consolidated debt of $21 blflion and consolidated assets of $20.1 billion as of June 
30, according to Chapter 11 documents filed yesterday in U.S. Bankruptcy Court in Wilmington, 
Delaware. Forty-three affiliates also sought protection. 

Capmart<, based in Horsham, Pennsylvania, is one of the largest U.S. commercial real estate finance 
companies, with more than $10 billion in originations, according to Moody's Investors Service. The 
company, formerly known as GMAC Commercial Holding Corp., services more than $360 billion of debt. 
It has struggled as the default rate on commercial mortgages held by U.S. banks more than doubled to 
the highest since 1994. 

"The Capmark bankruptcy reinforces that, in the case of institutions with large concentrations in 
commercial real estate, current disruptions to the market have the potential to impact their viability," 
said Sam Chandan, president and chief economist of Real Estate Econometrics LLC, a commercial real 
estate consulting firm In Manhattan. 

Capmark asked a bankruptcy judge to approve the sale of its loan-servicing and mortgage business to 
Warren Buffett's Berkshire Hathaway Inc. and Leucadia National Corp. for as much as $490 million. 
Higher bids would be sought at an auction. The deal was announced Sept. 2, the same day Capmark 
said it might file for bankruptcy. 

'Saved or Sold' 

"All the businesses will be saved and continue with Capmark or will be sold as going concerns for full 
value," attorney Martin Bienenstock, a partner at Dewey & LeBoeuf LLC in New York, which is 
handling the bankruptcy case, said in an e- mall. 

Capmark provides mortgage financing and portfolio management services for investors in apartment 
buildings, offices, industrial propeity, shopping centers and malls. Unlike real estate investment trusts, 
Capmark's core business Isn't holding property, according to its Web site. 

Capmark and its units owe $7.1 billion to the 30 largest creditors without collateral backing their claims, 
according to court documents. 

The three biggest are Citibank NA, as administrative agent under the $5.5 billion credit agreement, with 
a claim of $4.6 billion; Deutsche Bank Trust Co. >^ericas, as trustee for the 5. 875 percent senior notes 
and the floating senior notes due 2010, with claims of $1.2 billion and $637.5 million, respectively; and 
Wilmington Trust FSB, as successor trustee for the 6.3 percent senior notes due 2017, with a claim of 
$500 miliion, according to court papers. 

Late Payments 


hUp://www.bloomberg.com/apps/news?pi<l=20670(X)I&sid=ajhrPSwAwpMU 
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Capmark filed for bankruptcy following a drop in revenue from loan origination, servicing and its 
portfolio, said Chandan, who is also an adjunct professor at the Wharton School at the University of 
Pennsylvania in Philadelphia. 

As of June 30, $4 billion in loans were late by 60 days or more, out of a total portfolio of $24. 1 billion in 
securitized or owned mortgages, according to Capmark's most recent quarterly report. That was up from 
late payments on $1.52 billion in loans out of a $26.9 billion portfolio as of Dec. 31. 

Commercial property values in the U.S. have plunged since 2007 as employers cut jobs and the 
recession reduced demand for offices, retail space and rental apartments. The Moody's/PFAL 
Commercial Property Price Indices fell 3 percent in August from July, bringing the decline to almost 41 
percent since October 2007, Moody's Investors Service said Oct. 19. 

Unleased Space 

U.S. office vacancies are at a five-year high, apartment vacancies are at a 23-Year record, and retail 
centers are showing the greatest share of empty store-fronts since 1992, according to real estate 
research firm Reis Inc. All that unleased space makes it harder for landlords to pay their mortgages to 
lenders such as Capmark. 

Property Investors including New York developer Harry Mackiowe, whose trophies included 
Manhattan's General Motors Building, and Trshman Speyer Properties LP, which controls the Chrysler 
Building and Rockefeller Center, are being affected by plunging values and a dearth of credit. 

Losses from commercial real-estate lending pose the biggest threat to U.S. banks as the loans 
deteriorate, leaders of Federal Deposit Insurance Corp., the Office of the Comptroller of the Currency 
and Office of Thrift Supervision told the Senate Banking Committee earlier this month. 

Capmark had Its senior unsecured ratings lowered to C from Caal by Moody's Investors Service Inc. 
after the announcement of the potential sale, release of the operating results and restructuring efforts, 
according to a Sept. 9 credit opinion published by Moody's. 

‘Substantial Losses' 

"Unsecured lenders and bondholders, either in a defeult or restructuring scenario, would experience 
substantial losses," Moody's said. 

KKR, the New York-based private-equity company run by Henry Kravis and George Roberts, wrote 
the investment In Capmark down to zero as of March 3l of this year, according to data provided by 
KKR's publicly traded investment vehicle. 

Andrea Raphael, a spokeswoman for Goldman Sachs, declined to comment on the status of her firm's 
investment in Capmark. 

The case is In re Capmark Financial Group Inc., 09-13684, U.S. Bankruptcy Court, District of Delaware 
(Wilmington). 

To contact the reporter on this story; Dawn McCarty in Wilmington, Delaware, at 
dmcc8rtY@bloomberg.net. 

Last Updated: October 26, 2009 17:39 EOT 
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NORTH CAROLINA 
WAKE COUNTY 


IN THE GENERAL COURT OF JUSTICE 
SUPERIOR COURT DIVISION 
09 CVS 0566 


JPMORGAN CHASE BANK, N. A. ) 

) 

Plaintiff, ) 

) 

V. ) 

) AFFIDAVIT 

) 

HIGHWAY 75 1 PARTNERS, ) 

And DONALD E. PHILLIPS ) 

) 

Defendants. ) 


My ilame is Brenda Mulder. I am a citizen and resident of Hillsborough County, Florida. 
Being duly sworn, I state: 


1 . I am an economist employed by the firm Muldca- and Eastridge, Economists. I 
have been doing private consulting work for over twenty-six years. I have worked on 
several thousand legal case.s in my career. 

2. I have a Bachelor’s degree in Education which I obtained in 1 972 from tlie 
University of Florida. In addition, I have a Master’s degree in Business Administration 
with a concentration in the area of finance and economics. My Master’s degree was 
earned from the University of South Florida in 1 985, 

3. In addition to my educational background and studies, much of my professional 
time has been in the suxia of economics and financial researdi and analysis. I do 
consulting work for businesses, most of which is litigation related. I’ve been employed 
by the Center for Economic and Management Research at the University of Florida. I’ve 
done work for the United State Justice Department and I have worked with the Equal 
Employment Opportunity Commission determining economic losses. I’ve travel to South 
.'America to do research on economic conditions in Guyana, I’ve woriced as a consultant 
doing studies to determine the economic impact of the phosphate industry in 
Hillsborough County. And I have taught classes at Hillsborough Community College as 
an adjunct instructor in Macroeconomics. 

4. I have been qualified as an economic expert and offered testimony in both state 
and federal court hundreds of times. 
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5. My professional resume is attached as Exhibit A. 1 have been retained by 
Defendants and hereby offer the following calculations regarding this case. 

6. Through information publically available, I became aware that on September 25, 
2008, the United States Office of Thrift Supervision (OTS) seized Washington Mutual 
Bank fioro Washington Mutual, Inc. and placed it into the receivership of the Federal 
Deposit InsuraiKe Corporation (FDIC). According to llie OTS Fact Sheet, 9/25/08, 
Washington Mutual Bank had total assets as of June 20, 2008 of over S307 billion 
($307,020,000,(KM.OO), See Exhibit B (9/25/08 Press Release, OTS 08-046- 
“Washington Mutual Acquired by IP Morgan Chase”); See Exhibit C (9/25/08 Press 
Release, FDIC - "JPMorgan Chase Acquires Banking Operations of Washington 
Mutual”). 

8. fn September 26, 2008. JP Morgan Chase & Co., acquired Washington Mutual’s 
banking operations from the FDIC for $1 .9 billion dollars ($1,900,0(X), 000.00). See 
Exhibit D (The Wall Street Journal, 9/26/08, “WoMu is Seized, Sold Off to J.P. Morgan, 
In Largest Failure in U.S. Banking History”), 

9. Applying the above numbers obtained ftom public records, JP Morgan Chase & 
Co., acquired the assets from Washington Mutual Bank at 0.006 of their face value (0.6% 
or 6/1 0th of a cent on the dollar), 

1 0. The face value of the loan between Highway 75 1 Partners and Washington 
Mutual is over 3 million dollars ($3,040,000.00). 

1 1. Thus JP Morgan Chase & Co. would have paid sliglitly over 1 8 thomand dollars 
(SI 8,240.00) to acquire the Higirway 751 Partners 3 million dollar loan from Washington 
Mutual. 


12. If JP Morgan were able to collect the face value of this loan, it would result in a 

3,021,760.00 increase above and beyond what they would have paid for this loan. 


13. In my opinion, this would result in a 16,567% gross profit on this transaction as it 
relates to these parties. 





Brddda Mulder 

Mulder and Eastridge. Economists 
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STATE OF FLORIDA 
COUNTY OF HILLSBOROUGH 


I 



Notary Public in and for said County and Stale, 


do herd>y certify that Brenda Mulder personally appeared before me this day and 


acknowledged the due execution of the foregoing instrument, 


WITNESS my hand and official stamp or seal this 


Notary Public 
Commission Expires; 
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NAME 

ADDRESS 

TELEPHONE 

DEGREES 


PROFESSIONAL RESUME 
BRENDA B. MULDER 
461 3 W. North A Sired, Tampa, FL 33609 
(813)286-1997 

B.A., University of South Florida (Education), 1972 

M.B.A., University of South Florida (Finance & Economics), 1 985 


QUALIFIED AS AN ECONOMIC EXPERT WITNESS IN THE FOLLOWING 
JURISDICTIONS: 

• United States District Court, Middle District of Florida, Tampa Division 

• United States District Court, Middle Di.strict of Florida, Ocala Division 

• United States District Court, Middle District of Florida, Admiralty Division 

• United States District Court, Middle District of Florida, Fort Myers Division 

« United States District Courl, Northern District of Florida, Gainesville Division 

• United States District Court, Northern District of Florida, Tallaltassee Division 

• United States District Court, Southern District of Florida, Key West Division 

• United States District Court, Southern District of Florida, Miami Division 

• United States District Court, Southern District of Florida, Ft. Lauderdale Division 

• Circuit Court of the Second Judicial Circuit of the State of Florida, in and for Leon 

County 

■ Circuit Court of (he Foivrth Judicial Circuit in and for Duval County, Florida, Civil 

Division 

• Circuit Courl of the FifUi Judicial Circuit in and for Marion County. Florida, Civil 
Division and Family Division 

• Circuit Court of the Fifth Judicial Circuit in and for Citrus County, Florida 

• Circuit Court of the Fifth Judicial Circuit in and for Hernando County, Florida 
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QUALIFIED AS AN ECONOMIC EXPERT WITNESS IN THE FOLLOWING 
JURISDICTIONS CONTINUED: 

• Circuit Court of the Sixth Judicial Circuit in and for Pinellas Counly, Florida, Civil Division 

• Circwt Court of the Sixth Judicial Circuit in and for Pasco County, Florida, Civil Division 

• Circuit Court of the Eighth Judicial Circuit in and for Alachua County, Civil Division 

• Circuit Court of tlic Eighth Judicial Circuit in and for Bradford County, Civil Division 

• Circuit Court of the NinUi Judicial Circuit in and for Orange County, Florida, Civil Division 

• Circuit Court of the Ninth Judicial Circuit in and for Osceola County, Florida, Civil Division 

• Circuit Court of the Tenth Judicial Circuit in and for Highlands County, Florida, Civil Division 

■ Circuit Court of tlie Tenth Judicial Circuit in and for Polk County, Florida, Civil Division 

■ Circuit Court of the Eleventh Judicial Circuit in and for Miami-Dade County, Florida, 

General Jurisdiction 

• Circuit Court of the Twelfth Judicial Circuit in and for Sarasota County, Florida, Civil Division 

• Circuit Court of the Twelfth Judicial Circuit in and for Manatee County, Florida 

• Circuit Court of the Tliirteenth Judicial Circuit in and for Hillsborough County, Florida, Civil 
Division and Family Division 

• Circuit Court of the Fourtccntli .ludicial Circuit in and for Bay County, Florida 

• Circuit Court of the Fourteenth .Tudicial Circuit in and for Gulf County, Florida 

• Circuit Court of the Sixteenth ludicial Circtiil in and for Monroe County, Florida 

• Circuit Court of the Eighteenth Judicial Circuit in and for Brevard County, Florida 

• Circuit Conti of the T wenfieth Judicial Circuit in and for Lee County, Florida, Civil Division 

• Circuit Court of the Twentieth Judicial Circuit in and for Charlotte County, Florida, Civil Division 

• Circuit Court of the Twentieth Judicial Circuit in and for Collier County 

• Circuit Court of the Twentieth Judicial Circuit in and for Hendry County, Florida, Civil Division 

• Proceeding Before the National Association of Securities Dealers 
- American Arbitration Association 
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CURRENT POSITION 

MUIDER & EASTRIDGE, ECONOMISTS, INC. 

Appraisal of economic and financial losses associated with persons' loss of life and/or 
reduced capacity. 

Bustne.<!.*i valuation (o a.<tsi$t in (he following; distribntion of marital assets, value of 
leasehold interest, allocation of debt and equity positions, and appraisal of lost business 
profit/opportunity. 

Evaluation of present value of benefits obtained in Workers’ Compensation actions for 
purposes of attorney fee determination and clahnanfs' settlement efforts. 

Evaluation of employee wage and fringe benefit compensation packagers. 

Interpretation of regional, national, and intentalional economic data for purposes of 
evaluating conditions eifecting business, marketing and financial decisions. 

Hilldjorough Community College Adjunct InsimctoT of Economics 1997-Present. 

Paradox Learning Systems, Inc.- serve on Board of Directors. 


ACADEMIC EXPERIENCE 

University of Soutli Florida, College of Business Administration 
Center &r Economic and Management Research 

Graduate Assistant, 1982-1983: Researched, obtained fimding, published and marketed The 
Industrial Park and Site Guide 

for Dade County, Broward County, and Palm Beach County 

Auburn Univorsity, College of Business of Administration 
Graduate .A.ssistant; Professional Development, 1981-1982 


PREVIOUS PROFESSIONAL EXPERIENCE 

MclHsh, Mulder and Eastn'dge, Economists (1983 to 1992) Consulting in areas related to 
current position. 

Ct)bb County Board of Education, Educator (1 972-1979) Marietta, Georgia. 


Brenda B.MiiVlar 
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HONORS AND AWARDS 

Graduate Registration Fellowship 1982 (Univetsity of Smith Florida) 
Dean's List of Scholar's 


PROFESSIONAL PRESENTATIChNS 

"Economic Damages in Age Discrimination", presented at the Equal Employment Opportunity- 
Practice 1987 cnnftrence, Fdwuaty 1987. 

"1994 Advanced Current IJibor Topics" Tlie Florida Bar Continuing Legal Education Committee 
and TIk Labor & Employment Law Section, April 1994. 

University of South Florida, Gd.s A. Stavros Center for Free Enterprise & Economic Education and 
the National Center for Middle School Education 
Tampa, Florida, 1995. 

Econ USA+ "Scarcity", Presentation for Educational Television Programing, University of South 
Florida, Gus A. Stavros Center for Free Enterprise Education, 

“Economic Damages in Employment Cases” presented by Lorimar Productions for continuing 
legal education credits for Florida lawyers, January 1997. 

Allgood-Altman American Inn of Court, Pasco County. 

Panel Presentation. November 1998. 

Trial Practice Section of the St. Petersburg Bar Association- Guest Speaker, April 2002. 

Trial Practice Section of the St Petersburg Bar Association- Guest Speaker, Economic Damages in 
Medical Malpractice, February 20, 2003. 


professional memberships 

Financial Management Association 
National Association of Forensic Economics 
Midwest Finance Association 

niittccath Circuit Unliccnced Practice of Law Committee of the Florida Bar (formerly) 


Brepd# B. Mulder 





397 


B 



398 


?DTC: Press Releases - PR-85-200S 9/25Q008 


Page 1 of 2 


Maine > News & Events > Pibss Rcleasos 

Press Releases 


JPMorgan Chase Acquires Banking Operations of Washington Mutual 

FDIC Facilitates TntisBcllon that Protects All Depositors and Comes at No Cost to the Deposit 

Insurance Fund 


FOR niMEDIATE RELEASE 
September 25, 2008 


Media Contact: 
Andrew Gray {202} 898-7192 
angray@fdic. 9 py 


JPMorgan Chase acquired the banking operations of washIngWti Mutual Bank ii a transaction 
facilitated by the Federal Deposit Insurance Corpor^ion, AH depositors are fully protected and there wB 
be no cost to the Deposit Insurance Fund. 

'For all depositors and other customers of Washinglott Mutual Bank, this is simply a combinatkin of two 
l^ks," said FDIC Chairman Sheila C. Bair. *For bank customers, It will be a seamless transition. There 
will be no interruption in services and bank customers should expect business as usual come Friday 
morning.” 

JPMorgan Chase acquired the assets, assumed the qualified linenclal contracts and made a payment of 
S1.9 billion. Claims by equity, subordinated and senior debtholders were not acquired. 

"WaMu's batence sheet and the payment paid by JPMorgan Chase allowed a transaction in which 
neither the imlnsured depositors nor the Insurance fund absorbed any losses,” Bair said. 

Washington Mutual Bank also has a subsidiary, Washkigter Mutual FSB. Park City, Utah. They have 
combing assets of S307 billion and total deposits of $188 billion. 

Thursday evening. W^Mngton Mutual was closed by the Office of Thrift Supervision and the FDIC 
named receiver, WaMu customers with questions should call their normal banking representative, 
service center. 1-800-788-7000 orvlsRwww.WeMU.com. The FOIC's consumer hotline is 1-877-ASK- 
FDIC (1-877-276-3342) orvisitwww.faic.gov- 

Addftkmal Notices 


• JP Morgan. Acquires All QuaSfied Financial Contracts as.Parl of Wteshington Mutual Adquisition 

• WashingtonMutual Ba nk Inve stors - Additio na l Informa tinn 

• .Continuli.® of Contracts Tran^erred From Washington Mutual Ba nk 

### 

Congress created the Federal Deposft Insurance Corporation in 1933 to restore pubic confidence in the 
nation’s banking system. The FDIC insures deposils at the nation's 8,451 banks and savings 
associations and it promotes the safety and soundness of these institulions by identifytog, monitoring 
and addressii^ risks to which they are exposed. The FDIC receives no federal tax dolars - insieed 
financial institultons fund ffs operations. 

FDIC press releases and other information are avalable on the Internet at www.fdic .oov. by subsorfpBon 
eletSronically (go to www.fdic,gov/abauysubscripfions/index.html) «id may alsa be oM^ed through the 
FDIC's Pubte Infortnatlon Center (877-275-3342 or 703-562-2200), PR-8S-2(I08 


http;//www.fdic.govJaews/news^reas/2008/pt<18085.htm! 


7/18/2009 



399 


FDIC: Press Releases - PR-85-2fl08 9/25/2008 


Page 2 of 2 


M Upilatsil 9f26naw 




Home ContactUs Search Kelp SiteMap Forms 
Fr eedom of lafo rmation Act fFOlAi Servi ce Center Website Policies USAflov 
FpiC. Office of Inspector General 


http://www.fdic.gov/news/news/pressi'2008/pr08085.tittnl 


7/18/2009 
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Office of Thrift Supervision - ' . ,s Keleases 


Press Releases 

September 15, M08 

OTS 08-046 - Washington Mutual Acquired by JPMagan Chase 

R3R RELEASE: COrTTACT; WiHlam Rubeiry- 

Thursday, Sept. 2S, 1008 (lOll 906^6677 

CeB - (102) 368-7717 


Washhigton, DC — Washington Mutual ganic, the $307 blHIon thrlR InsUhiCion 
headquartered in Seattle, was acquired today by JPMorgan Chase, the Office of 
Thrift Supervision (OTS) announced. 

The change will have no impact on the bank's dcposftws or other customers. 
Business wIB proceed uninterrupted and bank branches wiH open on Friday morning 
as isuat. ' 

Washkigton MutuaL or WaMu, speclaBzed In provHhng home mortgages, credit 
cards and other retail lending products and services. WaMu became an OTS- 
rcgidated Institution on December 17, 1388 and grew through acquisitions between 
1396 and 2002 to become the largest savings essoclation supervised by the 
ageiKy. As of Tune 30, 2008, WaMu had more than 43,000 employees, more than 
2,200 branch offices in is states and $188.3 billion in deposits. 

The housing marketdownturn had a significant Impact on the perfomiance of 
WaMu’s mortgage portfolio and led to three straight quarters of losses totaling $6.1 
blBion," noted OTS Director John Reich. 

Pressure on WeMu Intonsifled In the last three months as nrnrket conditions 
worsened. An outflow of deposits began on September 15, 2008, totaling $16.7 
billon. With Insufficient BqukHty to meet Its ot^ations, WaMu was In an unsafe 
and unsound condition to transact business, fhe OTS dosed Hie InstttCitlon end 
appofrrted the Federal Deposit Insurance Corporation (FDIC) as receiver. The FDTC 
held the bidding process lliat resulted In the acquisltson by JPMorgan Chase. 

CU^omcr questions regarding the InstHiAlon, including questJons about federal 
deposit Insurance coverage, should be directed to the fdIC at i-877-ASK-FDlC. 
WaMu customers wKh guenons can also cafl tfw bank's sendee center at 1-SOO- 
788-7000. 


Page 1 of 3 


Recent Upd 


Press Relea 


Events 


Speeches 


Testimony 


Website Su' 


hup;//www.ots.govi/mdsx.cfia?pf=PtBssReIoases&C<mtBntRe«)rd_jd=9e306o81-l<^)b-8562... 3/1W2009 
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Office of Thrift Supervision 

FACT SHEET 


1700 B SlTBet, M.W., W^MngtDii, D.C. 20S52 • Telsplioiv. IWZ) 90&O677 ' wiww.ots.ftBas.Qiw 


FCWIRELWSE: 

Thursday, September 25, 2008 
01^ 08-046A 


Contact; 

William Riiberry 
(202)90&-6677 
an -(202) 368-7727 


OTS Fact Sheet on Washington Mntnal Bank 

Institutloii iTofile 

■ • Total assets as of June 30, 2008: S307,02 billion 

* Primary executive and business segment headquarters are located In Seattle, 
Washbigton. 

■ Branches; 2,239 retail branch offices opcrgiing in 15 ^tes 

■ 4,932 owned and branded ATMs 

■ Employees; 43, 1 98 at June 30, 2008 

Recent Beposit Flows 

■ Because of adverse events in the financiai markets, maferial outflows began on 
September 15, 2008, Coupled with further rating ageanqr downgrades of WiK^ington 
Mutoai tnc; (WMi, the top-tier holding company) and Washington Mutual Bmk 
(WMB or the Bank), the Bank experienced a net deposit toss of S16,7 hitlion through 
September 24, 2008, 

Other Financial Details (as of .Tone 30, 2008) 

■ Total deposits; SI8S.3 billion 

* Brokered dqioslts.' S34,04 btllion 

* Total borrowings: $82.9 biflion primarily comprising Federal Home Loan Bank 
advances of S58.4 billion and $7.8 billimi of sobordmated debl 

* Loans held: $11 8.9 billion in single-ftroily loans held for investment - fliis includes 
$52.9 billion in payment option ARMs and $ 16.05 billion in subprime mertgaee 
loans 

■ Htme Equity Linos of Crtrfit (HELOCs): $53.4 billion 

■ Oedit Card 'Receivables: $1 0.6 billioi) 
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■ Total loan servicing; $689.7 billion total loans serviced, including $442.7 billion in 
loans serviiKd ibr others and $263 biUksn of sut^rime mortage loans 

■ Non-performing assets; $1 1 .6 billian, including $3.23 biiiion pagancnt option ARMs 
and $3.0 billion sidipiime mortgage loans 

Institution' History 

• WMI is Ibe tcp-tier savings and loan holding company and owns two banking 
subsidiaries, WM3 and Washington Mutual Bank, fsb (WMBfsb), as well as nonbank 
subsidiaries. 

<* Since the early t990s, WM expanded its retail bankfog and lending operations 
organically and tkough a series of key acquisitions of retail banks and mortgage 
companies. Tbe majority of growth result^ iirom acquisitions between 1 996 and 
2M2. On OcttrfwT 1 , 2005, the Bank entered the credit card lending business by 
■ acquiring Providian Financial Corporation- These acquisitions enabled WMB to 
expand across die country, build tts customer base, and become the largest savings 
and loan association in the country, 

■ The Bank Ind four business segments; the Retail Banking Group, tbo Card Services 
Group, the Commociai Group and the Home Loans Group. WMB is a leading 
originator and servicer of both single- and mufti-family mortgages and a m^or issuer 
of credit cards. 

Recent Rvents 

• C/»TngeixnRuriaexr6'<rur^-Begmmngmlatc2D06throughtoday,WMBwas 
proactively changing its business strategy to respond to declming housing and 
market conditions. Changes included tightening credit standards, eltminatuig 
purchasing and ongmating subprimc moitge^e loans, and discontinuing underwriting 
option ARM and stated income loans. Management reduced loans originated for sate 
and transferred held for sale loans to the held for investment portfolio. WMB was 
focusing on shrinking its balance ^eet and developing a retaii strategy through its 
branch operations. 

■ Xeductinn of Overhead Expenses - In December 2007, WMB announced the 
resizing of ite Home Loans businc$.s including the elimination of approximately 
2,600 employee positions, closure of approximately 190 home loan centers uid sales 
offices, and closure of nine loan processing and call centers. 

• Mfdruahnag CepUed - In late 2006 and 2007, WMB began to build its capital tevel 
through asset shrinkage and the sale of tower-yielding assets. In April 2008, WMI 
received $7.0 bilftmi of new capital from die issuance of cmumon .stock. Since 
Decmnber 2007, WMI infrised S6.S billion toto WMB. WMB met the well- 
capitalized standards through the date of receivership. 
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• Cipewjr/wj Losses - WMB recorded a net loa of $6.1 billfon for the threequerters 
ended June 30, 2008. In tbs second quarter of 2008, WMB management disclosed 
that thc Bank’s credit tpiali^y had detaricffaied and it might incur tn SI ? billion in 
losses on its single-family residential mortgage portfolio. WMB mcreiBSEK] its loan 
loss provisitming in response to the deteriorating hoosit^ market Loan lo% 
provisions increased from $1.6 billion in the fourth quarter of 2007, to $3.6 billion in 
the first quarter of 2008 and $6.0 billion in the second quarter oflOOS. 

" Deposit Oo^mfs - Since July 2008, the presswe on "WMB increased as market 
conditions continued to wc^sen. Significant dqtosit outfiows began on September 
15, 2008. During the irext eight business days, WMB deposit outflows totaled $16.7 
billion, shortening the time available to augment capital, in^rove liquidity, or find an 
equity pattner. Given die Bank’s limited sources of funds and Mg^ifiesnt deposit 
outflow;:, it was highly likely to be unable to pay its obligations and meet its 
operating liquidity needs. 

■ Receivership - With insufficient liquidity to meet its obligations, WMB was in an 
unsafe and unsoimd conditkm to transact business. OTS placed WMB into 
receivership mi September 25, 2008. WMB was acquired today by JPMorgan Chase. 
He diange will have no impact on the bank’s depositors or oto customers. 
Business will proceed uninterrupted and bank branches will cqien on Friday morning 
as usual. 


OTS EafOFcemcitt Actions 

" October 1 7, 2007 - Issued a Cease and Desist OrdK related to deficiencies in Bank 
Secrecy Act/Anti-Momty Laundering (BSA/AML) programs 

■ October 1 7, 2007 - Assessed Civil Mtmey Penalties (CMPs) related to violation of 
flood insurance regulations 

» November 1 4, 2007 - Initiated a fiwmal examination of the appraisal process to 
assess the validity of a complaint filed by the New York Attorney General’s 
<NYAG) Office 

• February 27, 2008 - Issued overall composite ratings downgrade and received a 
Board rcsohition in rcs]XHisc to the supervisory Bctkm 

■ June 30, 2008 - bihiat^ discussions about Memorandums of Understanding with 
WMIandWMB 

■ September 7, 2008 - Issued Meniorandliims 6f Understanding to WMI and WMB 

■ September 1 8, 2008 - Issued overall composite ratings downgrade 
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OTS Profile 
EslabKshed- 1989 

Tlmtt institutions supervised as of June 30. 2008 - 829 

Thrift industry b8S«s sup^sedas of June 30. 2008 - $1,51 triiiion 

OTS employees - 1, OSS 

Washington Mutual Bank asarssment revenue - 12^ percent of 2(H)8 OTS bud^t 
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WaMa Is Sdjscd, SoUOffto J.P.Moi:Ba«.InLarge3tFaiiuremU.S. Banking History - ... Page I 
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MtLY STOCK AVERT 


introducing A stock newsletter witit long-tsmi gains in mind. 


notv Joiftis RttKVMe; TMs Miiy K tor your pfruBoi. lur^oMUKoccisl «■»» oily. To crav ptoMrHoiiwvrciiciy ams for rUstr^oPm In y»ff i6r4y'. tr um ins 
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SM«iMntfsr«(e|uS(i|rtpn^^(nM:. OnNrAw^rtofihitarfiM now 


mEWALLSmEETJDUMiL. 


2 Dafl 

WaMu Is Seized, Sold Off to J.P. Morgan, In Largest Failure in 
U.S. Banldng History 

jy ROBIN SIDEl, DAVID ENRICHandDAN FITZPATRICK 

in wliat is by far lire largest bank failtire in U.S. history, federal regulators sazed Washington Mutual Inc. and struck a 
leal to sell the bulk of its operations to .f.P. Morgan Ch.ise (k Cki, ' 

rho collapse of the Seattle thrift, which was triggered by a wave of deposit withdrawals, marks a now low point in Ihe 
munriy's financial crisis. But the deal, as constructed Iw the Federal Deposit Insurance Corp., could hold some 
ilimincra of hope for the bele.aguered banking system because it averts any hit to the bonk-insnranee fund. 

nstcad, J.P. Morgan agreed to pay ? 1.9 billion to tiie government for WaMti's banldng operations and will asumc the 
oan portfolio of the thrift, which has $307 billion in assets. The fall cost to J.P. Morgan will he much higher, because it 
ainns to write down about S31 billion of the bad loans and raise SB billion in new capital. AH WaMii dqiositors will 
Mve access to tlteir cash, but holders of more than $30 Mlion in debt and preferred stock will likely sec litflo if any 
Movety. 

(he deal will vault J .P. Morgan into first place in nationwide deposits and greatly expand its franchise. 

rhe seizure was another watershed event in a frenetic pewod for the U.S. banking system, and came while members of 
Dongress wrangled over the Bush administration's proposed $700 bnilon bailout padtage. The tally of 11 , 8 . financial 
pants that have either been seized by the government or sold them.se1ves off to stronger firms in recent weeks includes 
nortgage titans Fannie M.ic and Freddie Mac, insurer American intemationai Group Inc., and Wall Street firms 
^hman Brothers Holdings Inc. and Merrill Lynch & Cb. 

rhe failure of WaMu eclipsed wh,ot had long been America's largest biink bust on record, the 1984 collapse of 
Jontinenlal IlKnois, which had S40 biHion in assets. 

rhe fact that no bank was willing to buy WaMu until it felled idiows how badly confidence has eroded in a banking 
iystem atva.sh with record profits just a fewyears ago. Faced with detpening losses on mortgages, credit cards and 
ilher loans, big and sm.ill banks across the corintiy are struggling ivith what many bank executives say is a crisis far 
leeper than the aauings-and-loan debacle. 

rhe sdznre of Wa.shington Mutual is likely to send tremors througli the thrift industry. Many of WaMn’s smaller 
irethren ate also strug^ing with a wave of bad loans and some have already been ordered by relators to raise capital 
rnd atop growing. Many community and regional financial institutions arealsn slashing dividendii, selling brandies 
md reining in lending in ortierto preserv'e capital. 
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WaMu has suffered huge loss^ but still boasts a strong deposit base and a network of £,239 branches that Mggcr 
banks would have paid dearly for when times svere good. In March, with the credit crisis in fuH bloom, J.P. Morgan 
offered to acquire WaMu but was #iumed in favor of ,1 $7 billion infusion led by tlie private-equity firm TPG, 
considered one of the sawlest buyout finns. TPG, led by investor David Dondennaii, said it will lose $1.35 billion, 
wiping out its investment. 

ITiis is the second time that J.P. Moigan, the second-largesl U.S. bank in stock-market value, has been a buyer of last 
re-sort. In March, the New York company agreed to piirctose Bear Steams Cos., getting a tag billion backstop frean the 
federal ^vemment. 

FDIC Chainnan Sheila Bair said that WaMu^s downward spiral '’could have posed sigcdficant challenges without a 
ready buyer.” Referring to J.P. Morgan's willingness to buy WaMu and absorb its shaky loans amid continuing debate 
over the $700 billion faaUout pstdeege, she .added: "Some are coining to Washington for help, others are coming to 
W'ashington to help." 

While WaMu lias been stniggling since last year, its demise occtirrcd with breathtaking speed. 

Storting Sept. 15, the day that Lehman filed for bankruptcy protection, W.iMii's customete began beading for the eiritH. 
Overthenext 10 days, they yanked a total of $16.7 billion in deposits, according to the Office of Thrill; Supervision. 
That was about 9S6 of Qie thrift's deposits as of Jnno 30. WaMn dedined to comment. 

Melody Williams, 50 years old, .said in the past 30 days she has moved about $25,000 out of Washington Muhial, 
.spreading it to other fimandal institutions she thought were stranger, including Wells Fargo Sr Co. Ms. Williams, the 
controller for an aivdiiteeture Ann, .said she thought that WasWngton Mutual had gotten "too big for their britches" 
'vith too many deals over the ycitrs. 

Accelerated Shutdown 

ReguIatMS also hustled to shut down WaMu faster than they have with other failing banks this year. Normally, when 
the FDIC and another regulatory agency are preparing to take over a bank, the FDIC i«ll solicit bids for the bank on 
Tliesdsy or Wednesday and then seise it on Friday evening, after the bank's branches have closed for the weetend. 
SoiMCtiaies the FDIC will oven wait another week to .step in. Every bank to fail this year has been shot down on a 
Friday, Tlic FDIC steps in on Fridays to ensure a smooth teansitiem so that customers hardly notice the handover. 

In WaMn’s case, the FDIC set a Wednesday evening deadline fiw interested parties to submit their offers for various 
parts of WaMu. 'nventy-fonr hours later, they were already preparing to .sore the bank. Earlier tiiis month. Treasury 
Sccretaiy Henry Paulson made it dear to WaMu that the company should have accepted the takeover deal J.P. Morgan 
had offered earlier this year, according to a person close to WaMu. 

As pressure mounted on WaMn over the past two and a half weeks, regulators .sparred over how to handle tlie 
Htuation, accoiding to people familiar with the matter. Last week WaMu met in Washington, D.C., with toe FDIC and 
OTS, WaMn's chief regulator. WaMu, according to a person femiliar with the sitoatinn, asked for the meeting because 
it had received conHictiiig information from the two agencies. The tension between the two groups was palpable, this 
person said. The FDIC. this person said, tvas more aggre.ssive in describing the informalion it wanted finm the thrift. 

Federal regulators saki the exodiK of deposits left WaMu "with insufficient liquidity to meet its obli^tions.' As a 
re-sult, WaMu was in "an unsafe and unsound condilinn to tauiKict business," according to the OTS. 

Hie OTS cted TYaMti on Thursday and appointed the FDlCas receiver. Hie FDIC ran the bidding process that 
resulted in the decision to sell WaMu's banking operations to J.P. Morgan. 

Tlie change, according to OTS, "will have no impact on the bank's depositors or odier customers." WaMu's bank 


http;//online.wsj,coiii/article/SB122238413586S76687.html 


7nmm 



409 


WaMulsSdzcdjSold OfftoJ.P. Morgan. In Larg^t Failure in U.S. Banking Tlistory - ... Page 3 of 5 


branches >vill open on Erklay morning as usoal and business will "proceed imintermpted.’' 

As of June 30, WaMw had more than 43,000 employees, more than 2,200 branch offices in 15 slates and $188.3 billion 
in deposits, accoiding to the OTS. 

"The housing market downtora liad a significant impact on the pccfonnancc ofWaMu’a mortgage portfolio," said OTS 
director John Reich. 

With moilgage loswes mounting and its stock price plunging, WaMu has been scrambEng over iJw past month to find a 
solution. La^ wedc, it put itself on the auction block. A number of banks - Including dtigroup Inc., Wells Fargo and 
Banco Santand^ SA — pored over WaMo’s books, but die bank didn't receive any offers. Hiis week, WaMu'a outside 
banl^TS approached a group of pnvate-oqul^ funds to gauge their intereA in a dcah Those talks were viewed as a lasl- 
dltcli effort. 

Also this wE^, the PDIC took the step of reaching out to bank^ asking tliem to cscpscss interest in taWng over some or 
oil erf tV.iMu, according to people with the matter. Hiose bids were due at 6 p.m. W^inesday. 

J.P. Morgan's takeoi'er of WaMu's deposits represents a huge blowfor private-equity firm TPG, whtdt led a deal to 
iigect $7 billion into the thrift this spring. 

"Obvioudy, we are dissatisfied witii die loss to our partners from our investment in Washingtfjn Mutual," said a TPG 
spokesman, '"nw unprecedented turmoil in global financial markets and rcsultiDg macro crisis of confidence has 
radically changed the dynamics for all financial histitutioQS, and led to widespread fosses among investors throughout 
tlio sector." TPG said its losses arc about $1.35 billion, wiping out its investment. 

Before the deal, J.P. Morgan ranlred the fourth-largest h-ank as measured by branches, ranking below Bank of 
Am«ica CoTp., Wachovia Corp. and Wdls Faigo. Its network of more than 3,100 branches stretcher acm.w 17 sLites 
avith deep penetration in New York, Illinois, Texas, Michigan and Ohio. 

Instant Presence 

The deal will expand J.P. Morgan'^ footprint wes^va^d and into the South. Most importantly, It will give J.?. Morgan 
an instant presence in two states where it is now virtwalty mm-existent: California and Florida. Although both states 
have been battered by the housing market collapse, they still offer significant potenii.al for J.P. Morgan, which con 
pitch a dew of financial services that weren't Ing business fw WeMu, soch as wealth management and cQniin€xrial 
banking. WaMu has nearly 700 brandies in California and operates more than 250 branches in Florida. 

James Dimon, J .P, Morgan's chairman and chief executive, has long coveted Florida -- as have bis customers. 

Although WnMn is dominated m Florida by Bank of Anterio and Wfwbovia, J.P. Moigan is likely to boost WaMu's 3% 
market share in the state bj' tapping into its base of New York cxistomers vdio .spend the wntcr xnonthg in Florida. 

Last year, one of those New York customers expressed friisiration at J.P. Morgan's annual meeting, telling Mr. Dimon 
*1t galk me" toat the bank didn't have a presence there. 

"It p- me off too." Mr, Dtmon said, drawing laughter from the audience. "Believe me, we would love to be much bigger 
in Florida and well find some way to do it. You will see us tiiere," 

Itie job of integrating WaMu's branches into J.P. Morgan's wwt network will foil to Charles Sdiarf, a longtime ally of 
Mr. Dimon who follou-ed him from Citigroup to Bank One Cojp. in 2000. Mr. Scharf, 43, now runs J.P. Morgan's retail 
operations, wiiich include branch-baiikmg, mortgages and home-equity loans. 

Over the past fcwycara, Mr. Scharf ha.s overseen the overhaul of J.P. Mnignn’s hodgepodge of relafi branches that had 


1iilp://online.W5j.com/artlclc/SBI22238415586576(587.htnil 


7/18/2009 



410 


WaMu Is SeisiJ, Stild Off to J.P. Morgan, In Largest Failure in U.S. Banking History - ... Bage 4 of 5 


fallen into disrepair after a slew of big mergers. J.P. Morgan has poured millioiw of dollars into its timl brandies that 
sometimea featured outdated logos and chilled wood pending. 

Taking a cue, in part, from theii^h l(K>ks flaunt^ by rivals like WaMw, Commerce Bancorp., and Bank of America, 
J.P. Morgan added brighter lights and carpeting. Ibe bank also hired Lands EikI to design outfits for faimich 
emploj^s so th^ had an easily recognizable and uniform appearance. 

Along with the new looks, .T.P. Morgan launched a technology overhaul of its branch ncrivOTk so that aistomers who 
open an amount in Texas ccuild make deposits from a branch in New York. That lyiffi of integratkm has been missing 
from many banks tliat went through big mergerg nver the p&st decade. 

J.P. Morgan’s branch got another push in 2006, when die bank solidified its hold on New Yixrkby acquiring 

300 branches from Bankof New York Corp. 

The deal is a bold move for Mr. IHokmi, 52, who has emerged as one of the banidng industry's most powerful toimitives 
during the current credit crisis. Just six montha ago, J.P. Morgan swept in to acquire Bear Steams as the brokerage 
firm was collapsing and heading for banltruptcy. Although J.P. Morgan has also been hurt by the credit crisis, it has 
one of &e strangest balance sheets in the industry despite exposure to many of the banking buain^^s^ that are fe^ng 
pain. 


Since taking the reins of J.P. Morgan nearly three yeans ago, Mr, Dimon ha.^ tran$^cmed tJie bank. Much of those 
efforts came during a peritKl of pmsperity for the banking indusby, giving him time to upend Uie bank's culture and 
computer ^sterns. Along the way, he Kis emphasized the need to create a "fortress balance sheet*' that wiUistand a 
Vifleak economy. 

Still, J.P. Morgan isn’t immune to the troubles afflicting thousands of other banks. Its investment-bank unit is 
expected to take a big hit in the third quarter due to the widespread turmoil in capital markets. The bank has been hit 
badly by home-equity losses and its massive credit-card hoslncss is being hurt by rising delinquencies and defaults. 

Aftamorprat^eof Citigroup's Sanford Weill, Mr. Dimon was once viewed as his heir-apparent at Citigroup, But the 
two had a fallmg out In 1998 that Jed to Mr. Dimon’s ouster. In a move that startled the New York banking industry, 
Mr. Dimon headed west to take the top Job at Rank One, a regional Chicago bank that had stumbled after a string of 
acquisitions. 

Mr. Dimon’s return to New York came in 2004, when J.P. Morgan acquired Bank One for S58 billion. That deal put 
Mr. Dimon into the ranks of J.P. Mm^an's management and pa\«d the way for him to take over as ciiairman 

and chief executive offleer. 

String of Mergers 

WaMu, founded in 1889, became a national mortgage- and consumer-lending giant via a string of mer^rs in tlic 
iggos led by Chief Executive OfHcer Keny Kiltiiiger. But Mr. iOllinger mailc several missteps. He pursued an 
■iggrejialve retail cjqiansion marred itry poor locations in too mai^ markets. He steered WaMu intoaubprime 
mortgages, only to discover too late that the thrift was lending to many unqualified borrowers. 

Tliisyear tlie company kid off employees, closed mortgage centers and cut its dividend. 

But it still posted e $3.3 billion second-quarter loss and said ft expected to lose $19 bilKtHi on its mortgage portfolio 
over the next two and a half years. W'eMu's biggest predicament was that it held large amounts of mortgages made in 
U 4 *. re^ns where housing prioe.s havefrilen sharply, sucli as California. WaMu has S53 billion in (^on adfu^ble- 
rate mortga^, a type of loan particularly vulnerable to default, iis well as $16.1 billion in loans made to subprime 
horrotvers. 
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Hie board, rcspOTiding to investor discontent, stripped Mr. KilHnger of tiis diairmnn’s title and then ousted him Sept, 
7, installing Brooklyn banker Alan Pidunan in his place. Messrs, Kiffinger and Fishman couldn't be rradicd for 
comment Thursday night. 

Short Tenure 

Upon tnldng WaMu'sheltn, Mr. Fishman, who had run Independence Community Bank in Brcwkljn, K,Y., before 
selling it to &)vcEcign Bancorp Tnc. in 2005, declared his intention to keep WaMti independent. As rumors swirled 
about the company's financial troubles, he tried to reassure investors and depositees by i^leasing more details about 
the company’s financial health. 

But Mr, Fislimati seemed to renltTie that WaMu's problems -were intractable. Lastw^k, he a^ed Goldman ^chs 
Group Inc. im'cstmcnt Ixinkcrs, hired by W.iMu earlier in the year as it sought addilioiial capital, to put the thrifi: up 
for sak. 

In a y&a in which a number of finandabsenioes CEOs have had remarkably diort tenures - notaWy Merrill Lynch’s 
John Thain and AlG’a Robert Willumstad — Mr. Fishman stands out. WTiile it's not clew what role, if any, he wll play 
following the J.P, Morgan transaction, he has been on the job fora mere 16 days. 

WaMu's deal team, including Mr. Fishman, left Nefv York on Ibursday night and cau^t a |dane back to not 

knowing that the company was about to be taken over by the OTS and sold to J.P. Morgan. 

— Oaoran Pai^a and Pef^ contributed to Ihte artiefe. 

Write to Robin SIdel at robin .sidel@wsj.eom, Darid Knricli at david.cnrich@wsj.coiii and Dan Fitzpatrick at 
daR.fit2pa1rick@ vsj .com 

Pwmoa to The Wftii iareel Journal, pngs At 
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Phillips 

DEVELOPMENT £ REALTY 


Donald E. Phillips 

Managing Director 


Donald Phillips, managing director of Phillips Development & Realty, LLC 
(PDR), has been in the real estate industry since the early age of 19. As one 
who considers family a huge driving force in his life, it is only fitting that 
Phillips began his career conducting his first real estate transaction with none other than his mother. With 
the property he purchased, costing only $18,000, he made a 40 percent return in just seven months. 



This initial achievement - along with the inspiration he obtained while observing his father’s successes in 
the business so many years prior - confirmed for Phillips his desire to work in real estate and 
development also. Following in the footsteps of his father, who died in an airplane crash when Phillips 
was 14, he entered into the business in 1986 and received his North Carolina broker’s license two years 
later. In 1990, he Joined Hock Development, Inc. where he structured development programs for medical 
office buildings throughout the Southeast. The company’s position in the marketplace increased 
remarkably with his leadership. 


It was at Hock Development, Inc., under the tutelage of his mentor and the principal, Gary Hock, that he 
learned the inner workings of corporate real estate structure. Following his departure from Hock 
Development, Inc. in 1994, his first transaction was the Triangle SportsPlex, an 82,000 square foot 
facility combining an Olympic-size aquatic center, hockey rink and public concession area. The 
transaction, which occurred in North Carolina, was an IRS 63-20 bond (a nonprofit, single purpose entity 
issuing a non-rated, tax exempt bond through private placement) offering for $10.6 million. 


Phillips began his move from operator to operation with the formation of PDR in 1999. He formally 
organized PDR as an entity which focused exclusively on the multi-family rental business. While he 
remains committed to this centralized multi-family niche, his broad real estate portfolio spans work in 
office, institutional, recreational, and industrial applications. 


Phillips has been the driving force behind the upscale residential and mixed-use developments of PDR. 
Most recently, he has been recognized for work done with the Phillips University Center in Charlotte, 
N.C., Phillips International in Tampa, Fla , Phillips at McKinney Ranch in Texas and the one-million- 
square foot mixed-use project in Houston known as Mosaic. 

In 2003, Phillips relocated the PDR headquarters from Raleigh to Tampa, Fla. Since then, he has 
continued to build a legacy representing quality and integrity in the industry, and his work has captured 
the attention of leaders throughout the state. To date, Phillips has received three gubernatorial 
appointments and serves on multiple influential legislative policy committees. He was appointed twice by 
Governor Crist to the Tampa-Hillsborough County Expressway Authority (THEA) board, and currently 
serves as the Vice Chairman. His experience and familiarity with the surrounding communities made him 
the best choice for the $40-million-a-year THEA, which owns and operates the Selmon Crosstown 
Expressway. 
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Additionally, Phillips was appointed board member to Enterprise Florida (e-Florida) by Speaker of the 
Florida House of Representatives, Larry Cretul. In June 2009, he was reappointed to the board by 
Governor Crist and asked to serve on the Legislative Policy Commission, a liaison group which 
collaborates with the state legislature and cabinets to review and promote initiatives fostering both 
competitiveness and effectiveness. He works closely with this board in the continued pursuit of 
international trade, visiting regularly with his counterparts in Costa Rica and Panama, among others, to 
source and promote opportunities for the small businesses of the State of Florida. 

Most recently, he was appointed one of five board members for the Transportation and Expressway 
Authority Membership of Florida (TEAMFL), an association representing the five expressway authorities 
of Florida. At this post, he will continue to share innovative ideas for toll road operations, including 
acquisition, financing, and marketing. 

With more than 25 years of industry experience, Phillips has developed over 3,000 multi-family 
residential units, office/retail spaces, medical and municipal facilities - totaling more than $500 million. 
Today, he remains committed to selecting promising locations and projects in the best interests of 
communities, investors, and the environment. Phillips leads the industry with new business practices and 
environmentally-conscious initiatives which are models for the real estate industry. 

Personally, he is an avid sportsman, conservationist, adventurer, and traveler, combining his appreciation 
for the scenic wonders of South America, Africa, and Europe with his passion for angling, wing shooting, 
and big game hunting. Phillips’ enjoyment of aviation started as a boy, flying frequently with his father, 
and continues as he now shares this joy with his sons in their Mooney Ovation. His beloved family 
consists of his wife Erin and their children Brenden (7 years), Collin (5 years). Cooper (4 years) and 
Kodee (16 months). 


Contact Info: 

Email Don@pdrllc.com 
Office (813)868-3100 
Cell (813) 846-2669 
Fax (813)868-3102 

Phillips Development & Realty, LLC 
142 W. Platt Street 
Tampa, Florida 33606 
www.PHILLIPSDEVEWPMENT. COM 
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COMMERCIAL REAL ESTATE SERVICES 


Monica Neswnan 
First Vice President 


C8RE HMF, Inc. 
FHA/HUD 


CapUol MaHceis 

Sales * Finance * Investment Banking 

February 25, 201 0 

Phillips Development & Realty 
142W. Platt Street 
Tampo, FL 33606 
Attn Kevin Johnston 

Re: Phillip Mollard Creek 
Charlotte, North Corolina 

Dear Mr. Johnston, 

CBRE HMF, inc, is pleased to announce that the TAP Site Analysis Market Appraisal (SAMA) application 
submitted to the HUD North Carolina Field Office ("HUD") has been occepted by HUD as of Tuesdoy, 
Februory 23, 2010. HUD indicated thot this project is locoted in one of the most viable markets in 
Charlotte and based on this analysis they will be issuing a SAMA approval in the near future. 

Additionally, during our conversalions we discussed converting this opplication from a TAP SAMA to a 
MAP application as well os transferring the opplicotion fee paid with the SAMA to the MAP application. 
This request has been provisionally approved, subject to a written request from CBRE HMF, Inc, following 
receipt of the SAMA opprovol letter. 

We also discussed the credit issues surrounding the bankruptcy with this project. HUD is currently 
reviewing the process they wish to employ and will outline the same to us shortly, it will be the same 
process currently to be used with the olher under HUD's review known as Phillips Mallard Swift. We 
recognize you are in the midst of completing this process with that application and it will be a relatively 
eosy task of duplicating the effort and applying it specifically to this project. 

We look forward to moving forward with the final underwriting of this project loon with a loan closing 
following thereafter. HUD odvised that the dosing moy occur as quickly as we and the borrower are 
able to complete the due diligence packoge ond submit to them so that they may complete their review. 
Please call me with any questions. 

Sincerely, 



1225 17th Street 
Suite 2950 
Denver, CO 80202 

303 628 1703 Tei 
303 628 1751 Fax 
303 881 3246 Cell 

monico.newman@cbre.corn 

www.cbre.com/capItoimQfkels 


Monica L. Newman 
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Februan/ 24, 2010 

Via f-mai! @ {nfeirci'uldhunter^cn-'ailxDm 
ATTM: Matthew F. Hunter 

Dear Mr. Hunter, 

Sir, [ am the Chief Operating Officer for our company. I am also a retired Oaions! from the United State: 
Air Force, f am a career leader and program manager...ln short I am a problem salver and ! get results. I 
manage all of our company's efforts associated with execution of five multl-famiiy projects utilizing thf 
Department of Housing & Urban Development (HUO) Section 221(d)(4) FHA financing program. One of 
these five projects is our Mallard Creek Project in Charlotte, NC which wili consist of 300 units at the 
>3stes of the University of North Carolina, Charlotte. This prograni will provide funds for the land payoff 
ov/erJ to JP .Morgan and construction of 300 Class A apartments. 

As you knov/, the 221(d)(4) program is structured Into two steps. Step 1 Is pre-application and step 2 Is 
firm commitment which leads to loan dosing. In a perfect world on average this entire process is 12-14 
months to get to loan dosing. We have been diiigentiy working the Mallard Creek project since Dec 
200S and we are nearing the goal line to close. 

We have overcome many uncontroilable variables along the way Including the financial failure of our 
initial FHA lender CAPMARK Finance Inc. This set back alone cost us months and required us to re-assIgn 
the iosn to CBKH (see attached) which is why we sre in month 14. Nevertheless, our tearrv has pulled 
through and we are on the 2 yard line as we expect a Firm Commitment from HUO any day now (see 
attached email from CBRG). 'We are poised to submit our Firm Commitment package now whlcl) will 
lead us to closing In the next 4 months. Our near term schedule is outlined below: 


ITEM 

»l»FD_ATC I A A ' 

Complete Civil, Arch Plans Specs 

SJan 10 

Complete, tend Design and Preston locked and loaded 

GC Selection and draft 
construction contract 

31 Dec 09 

O^mpi^te. MeSiane Construction selected based on 
compedtivs acquisition process 

Finalize 232Ss(H2rd Costs) 

llJsnW 

M<3h3ne Draft Complete 

HUD AE Review Fisns & Specs 

15 Mar 1,0 

Ray Rulf to used same as Swiv^ Creek. Trartsitton to MAP 

: Firm Application complete 

30 Apr 10 

PDR in process In advance of LOI from HUD 

Close an.d constriction hogins 

1 Jun 10 

Witi need to (Hili permits already funded i 


.As you can see we sre swiftly proceeding to closing. What is not shown on the above schedule is the 12 
months of work we have accomplished to get to this point. We are persistent and have a highly capable 
team. We have a!! confidence this project will close In the next several months. 
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iVtatthevj F. Hunter 
February' 24, 2010 
Page 2 


i can be reached on 813-368-3100 x 136 or ke/jritacdriic -c orn . 

Very Respectfully^ 

•• / ' 



Johnny K. Johnston, Chief Operating Officer 
i cfciVificl A Heaitv 



(’ARKSIOF. AT One SAYSKORE - WS PUtTT STHBET • TAMi'A. FI 33606 • (ai3)S6S-3HXI FAX <B13H!68-3102 
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Charlie Crist 

Governor 


November 12, 2008 


To Whom It May Concern; 

We are fortunate to have business and civic leaders like Donald 
Phillips in the great State of Florida. 

Since moving his company, Phillips Development & Realty LLC, 
to the Sunshine State over 5 years ago, Donald continues to be 
influential in the real estate industry, building upscale multi-family and 
mixed use developments throughout the southern United States. 

Over the years, Donald has built more than 2,000 multi-family units in 
addition to municipal and commercial projects. During his time in 
Florida Donald has actively serving his local community by supporting 
the Ryan Neece Foundation, the Florida Sheriffs Association, and 
Voices for Children. In 2007, 1 appointed Donald to the Tampa- 
Hillsborough County Expressway Authority, a position I reappointed 
him to earlier this year. 

I appreciate Donald’s commitment and service to the great 
State of Florida! 



Sincerely, 



^lieCrist 


THE CAPITOL 

Tauahassee, FtoRioA 32399 • (850) 488-2272 • Fax (850) 922-4292 
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SENATOR VICTOR D. CRIST 


August 28, 2009 


Don Phillips 

Phillips Development & Realty LLC 
Parkside of One Bayshore 
142 West Platt Street 
Tampa, FL 33606 


Dear Don: 

Thank you for meeting with me on Wednesday and your willingness to give me 
your time. 1 really enjoyed our conversation. 1 look forward to meeting with you 
again to see your good work and to explore opportunities for community 
improvement. 

Please remember that my door is always open. If there is ever an issue that my 
staff or I can assist you with, please feel free to call on me. 



Senator Victor D. Crist 


POST OFFICE BOX 47058 • TAMPA. FL 33646 
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ARCHITECTURE 
ENGINEERING 
INTERIOR DESIGN 
PLANNING 

LANDSCAPE ARCHITECTURE 
URBAN DESIGN 


THE PRESTON PARTNERSHIP LLC 

NORTHPARK TOWNCENTER. BUILDING TOO 
1 000 ABERNATHY ROAD. SUITE SSO 
ATLANTA. GEORGIA 30328 
770 396 7248 TEL 
770 396 2945 FAN 
vvH-w.theprestonparlncrThip.com 


August 21, 2009 

Mr. Donald E. Phillips 
Managing Director 
Phillips Development & Realty, LLC 
142 West Platt Street 
Tampa, FL 33606 

Re: Mr. Donald Phillips, Phillips Development & Realty 


To Whom It May Concern: 

I am pleased to offer this letter of recommendation for Don Phillips, as well as for his company, 
Phillips Development and Realty (PDR). We began our relationship with PDR back in 2003 and 
have had the privilege of providing architectural services on no fewer than 18 of their projects 
these past six years. During that time, Don put together an expert team and provided the 
leadership that now ranks PDR as one of our most reputable and successful clients. Their 
considerable depth in talent is coupled with an ability to execute on projects that makes them the 
envy of many of their peers. 

I have also enjoyed a personal friendship with Don, which has flourished these past six years. I 
have come to know him as a man of honesty, integrity and fairness. He has a strong 
entrepreneurial spirit about him which gives energy to just about anything he does. Additionally, 1 
think he has a great strength in being positive, humorous and enthusiastic, especially at times 
which are often most demanding of him. 

We hope to continue doing business with Don and PDR as long as they will allow us to service 
their architectural needs. ! can unequivocally recommend both of them and I hope you will not 
hesitate to call me should greater insight be needed. 


Sincerely. 



I 






Robert N. Preston, AIA 

Managing Principal 

The Preston Partnership, LLC 


XMPr^ston\1Bob\Co!Tespon<^ence^ET_PDR__RQC_(^J)8 IQ.doc 
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JOHN McCAIN 

UNITED STATES SENATOR 


March 6, 2009 


Mr. Don Phillips 

Philips Development & Realty' 

PO Box 458 
Tampa, FL 33601 

Dear Don, 

Cindy and I cannot begin to express our sincere appreciation and gratitude for your friendship. 
Our campaign for the presidency was and will remain the great honor of my life. 

Through it all, your tireless dedication, generosity and support Jiever wavered. And for that, 
Cindy and t will always be grateful. 

The journey we have been through together was a long one, and recently Cindy and I have had 
time to reflect on what our campaign accomplished. It was an historic campaign inspiring millions of 
Americans across the political spectrum and we hope you stand proud of all that we accomplished. 

Our campaign was about building the foundations for a stable and enduring peace, setting new 
standards for accountability and transparency in Washington by changing the way government does 
business, and getting our nation back on the road to prosperity. 

As 1 have done for over fifty years, I will continue to serve and stand up for what 1 believe. 
These are difficult times for our nation and the world, and our cause remains. I will continue on this 
journey fighting for w'hat is right for our country. 

1 remain a humbled servant to a country that 1 love and hold dear. 1 will always be appreciative 
of your confidence in me and for your friend.ship throughout our Journey. 

It has been, and continues to be, a privilege and an honor. 


Sincerely, 



I Paid for by the McCain-falin Compliance Fund~| 
1235 South Clark Street, Suite 1206, Arlington, Virginia 22202 
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The Florida House of Representatives 

Office of the Speaker 


Larry CTehil 
Speaker 


March 4, 2009 

Mr, Donald Phillips 
Phillips Development and Realty 
142 West Piatt Street 
Tampa, FL 33606 


Dear Mr. Phillips: 

It is my pleasure to appoint you to Enterprise Florida, Jnc. Board of Directors to complete 
the remainder of the term vacated by the resignation of Mr. James Holton. Your term is 
effective immediately and will end on August 12, 2009. 

By copy of this letter, 1 am notifying John Adams, President and Chief Executive Officer of 
Enterprise Florida, of your appointment. Any questions you may have may be directed to 
Mr. Adams at 407-956-5600. 

Thank you for giving of your time to serve. 



Speaker 


cc; The Honorable Charlie Crist, Governor 

The Honorable Jeff Atwater, Senate President 
Mr. John Adams, Enterprise Florida 


420 The Capitol. 402 South Monroe Street. Tallahas.'^ce. Florida 32399-1300 
{8505 4S8-i450 
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Fowler 

Boggs 


August 3, 2009 


SUBJECT: Mr. Donald Phillips 

Managing Director 
Phillips Development & Realty, LLC 
Parkside at One Baysliore 
1 42 Platt Street 
Tampa, Florida 33606 

To Whom It May Concern: 

It is my pleasure to transmit this letter of recommendation for Donald Phillips. Don is a 
capable and committed businessman who has made it his mission to support the communities of 
Tampa Bay and to make a significant difference for those who live here. With over 20 years in 
the real estate industry, he founded Phillips Development & Realty, LLC in 2001. He has 
successfully led the company to achieve significant notoriety for his upscale residential and 
mixed-use developments. 

As a result of Don’s success in the business community as well as his wealth of 
experience and knowledge, he was appointed by Governor Charlie Crist to serve on the Tanipa- 
Hillsborough County Expressway Authority (THEA) - a user-financed public agency tasked 
with developing and owning toll highways. Don’s contribution on the THEA Board has led to 
new and exciting proposals to meet the significant transportation needs of the community. 

Finally, Don has put his considerable capacity to good use in helping to mentor others in 
successful business initiatives. I have the deepest respect for Don and am happy to provide this 
recommendation for your consideration. 


Sincerely yours. 





Rl'ie'Sn Law 

CEO and Chair of the Board 


RFL:cdf 


Fors'LEE White Bocgs P. .4. 

TA.MP.f • Fort Mvlrs • Tallahassi-c * j acksonvillf. ♦ 1-ort Lalderdale 

50i h.3ST Kennedy Blvd., Sehte 1700 • Tampa, FLORtD.\ .^.>602 • P.O. Bo.\ i43S * T.ump.a, FL 3.^601 
Tl.t.i.i'nOM; (!^13) 22S-7.-IU • 1-.\X (S 1 3) 229-8313 • ww^v.fowJcrwhite.com 



Florida House of Representatives 

Representative Darryl E. Rouson 

Darryl.RGus(in@myflondahousc.gov 

District 55 
Disiricl Office: 

1198 62'*'^ Avenue South 
St Petersburg, FL 33705 
(727)552-1370 
(727) 552-1372 (fax) 

November 3, 2008 

To Whom It May Concern, 

Donald Phillips is a model for community leadership in the Tampa Bay area. Not only does Don 
provide quality building product and design, but he is constantly improving the community in 
which he does business. Don's success and reputation is directly attributed to his community 
activism and benvolem giving. 

The Tampa community is grateful for Don’s involvement in many non-profit organizations 
including the H. Lee Moffit Cancer Center. Children'.s Dream Fund. American Cancer Society. 
Ryan Nece Foundation, Project Uplift, and One Breath at a Time, Inc. 

It is truly a gift to have Don Phillips working within our community. 


Ta.HahHRsee Office; 
210House OlTice Building 
420 SouLh Monroe Street 
Tallaha-ssee. FL 32399 
(850)488-0925 


Regards, 

Representative Darryl E. Rouson 
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Donald Hiillips 
Bo:-: 458 ' 

"Danpa, BL 33tt01-0458 
E>eai'Don, 

Thank yK>u i'or ydui‘ generoiis cdntnbuiion of $13(!j0.O3 to rriy r^ecttoh. carripsigii. 

’'lout conEributiori has helped me to get a- serious head Kart on nry opponents so 'die)’' can’r/use. the- 
same cacd.es against me that theyVe using aot^ agamst ouf friends mstiorx-wick diiralg this ekcdoa. 

t)oii,thjmkitou agafri fdryowcm^ingfrii^drii^aadKippoiv. Tlease enjoy rhcy«K o.fyoi'r . T 
sumniei- spenchpg tfrne wid'i frm:i%and frieads.''. 



Sincere^, , 



.■johnThiine d B ' 
Unked States Senator 





fsK? foi- and atiiftOiisid fc** Fn&jds oi /ohn Tbi’n-: 
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July 23, 2009 


Donald Phillips 
Phillips Development 
142 West Platt Street 
Tampa, FL 33606 

Dear Donald, 

In response to your request for a letter of reference, I am very pleased to have the 
opportunity to state the following: 

I have worked closely with Don Phillips over a recent four-year period. At the 
time, I was serving as Chairman/CEO of JE Dumi South Central and our fimi was 
engaged as the Builder for the construction of two, 400-unit, 23-story residential 
towers. 

During that period of time I was very involved in botli the preconstruction and 
consliTiction phases of the project and interfaced with Don on a frequent basis, I 
found Don Phillips to be a person of high intellect, high integrity and a person 
who was always good for his word. 

I have worked with many Owners/Developers over my 45-year career in the 
building industry and would place Don Phillips at the top of my list of 
Owner/Developers with whom I would want to have a repeat relationship. 

Regards, 


Peter G. Doyle, FAIA,.LEED AP 



ATLANTA 

AUSTIN 

BENTONVILLE 

CHARLOTTE 

COLORADO SPRINGS 

DALLAS 

DENVER 

OES MOINES 

HOUSTON 

mviNE 

KANSAS CITY 

MINNEAPOLIS 

NASHVILLE 

OKLAHOMA CITY 

OMAHA 

PHOENIX 

PORTLAND 

SACRAMENTO 

SAH DIEGO 

SPRINGFIELD 

SEATTLE 

TOPEKA 


5. Uopsc £zf>( 


200. Auslin, TX 7874S ( TEL » £12.329.«18 | FAX > Sia.S96.TZB5 I WWW.aEDUNN.COM 
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Pa33} lorio. Mayor 


November 17, 2008 


RE; Donald Phillips 
Managing Director 
Phillips Develojjraent & Ralty, LLC 
Parkside at One Bayshore 
142 Platt Street 
Tampa, FL 33606 

To Whom It May Concern; 

It is a pleasure to send this letter of recommendatton on behalf of Donald Phillips, 
a person I have come to know well over the last several years. Don is a very 
successful businessman in our community. He has a positive can-do attitude that 
has contributed greatly to our county. 

His commitment to our immunity is well-known and is particularly evident in 
both his professional life and in the many political, civic and philantliropic causes 
he is devoted to. Our dty is successful in large part because of citizens such as 
Don and his efforts have been instrumental in improving the quality of life for 
Tampa's citizens. 

It is always good to see someone wlro is sincere in their desire to help make life 
better for others. Don has a very positive reputation in our community is 
respected immensely. Please feel free to contact me if I can provide furtlier 
information. 


Sincerely 
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'^A i'lt’enviav Plaru 
P.Q. Box 44J<! 

Housico, Tsxns 772H.'>-'-:'?4 

713-499-3S25 

Fax 716-I99-S575 


Geoi'ns M. Bofavonfl 
Senioi Ex8i;:it!v?. V'ice Prssi 


October 17, 2008 


RH: Donald E. PhOlips, Phillips Development & Realty, LLC 
I’o Whom rhis May Concern: 

On behalf of Compass Bank, 1 am happy to recommend Donald E. Phillips and Phillips 
Development & Realty, L,LC as a prospective client to you. 

Beginning in 2001, Compass Bank began its reladonsloip with Pliillips Development and 
Don Phillips by serving as tlic lead bank on tlie 396-unit Mosaic Phase I high-rise apartment 
tower built m Houston, Texas. Mosaic Phase I is now complete and has successfully 
converted into a condominium tower with over 200 units under contract or sold. 

Since die inception of tliis relationship, Compass Baolc has financed an additional four multi- 
family projects widi total commitments exceeding $72,000, 000. Tliese projects are located in 
three different states, Texas (commitment of $17.4 million), North Carolina (commitments 
of $5.9 million and S30.3 million), and Florida (commiunent of $15.5 million). Compass has 
also extended a personal line of credit to Mr. Phillips in the amount of $4 million for 
working capital purposes. 

in addition, Mr. Phillips has a wealth management account widi Compass and utilizes 
Compass’ financial risk management products and insiuance products. Over the last several 
years and throughout die process of closing, constructing, and completing these projects, 
Pliillips Development & Realty' and Don Phillips have performed as agreed. Mr. Pliillips’ 
team of executives and staff have been extremely involved, liighly motivated, and very 
responsive throughout each step. 

Compass Bank is pleased to consider Mr. Phillips and Phillips Development & Realty one of 
our top Commercial Real Estate clients. 


Sincerely, 



GMB/tyb 
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Clinton Group 


October 1 , 2008 

David M.’Tanker” Snyder 
Clinton Group 

3507 Bayshore Blvd, Suite 1501 
Tampa, FL 33629 
(813)412-8131 Direct 

In reference to: 

Donald Phillips 

Managing Director 

Phillips Development & Realty, LLC 

Pai'kside at One Bayshore 

142 Platt Street 

Tampa, FL 33606 


Dear Business and Civic Leader: 

It is with great pleasure that I recommend Donald Phillips. Since airiving over five years ago in 
Tampa, when I was serving as the MacDill Air Force Base installation commander, Don has 
become a highly admired business and community leader. I was fortunate to get to know Don 
through mutual civic activities. When 1 retired from (he Air Force to join the Clinton Group, a 
New York based hedge fund, Don was a mentor who assisted me with several business ventures. 

Not only does Don have outstanding business insights, but he has always displayed a high degree 
of integrity, honesty, and civic responsibility. Although Don is based here in Tampa, he is a 
positive force in multiple communities throughout the southeast all the way from Iowa to Texas. 
His impact on the Tampa Bay community has been immense. Don has built a first-rate company 
developing quality projects, but more importantly, he invests his time and leadership giving back 
to the community on important political issues, civic events, and philanthropic causes. 

Don Pliillips’ busine.ss acumen is what has earned him such an outstanding reputation, but it is 
his dependability and team play which make him an outstanding leader. Don Phillips is a friend 
and colleague whom I respect immensely. I am proud to give him my wholehearted 
endorsement. 

Sincerely, 


David M. “ Tanker” Snyder 
Brigadier General, USAF, Retired 
Senior Managing Director, Clinton Group 




9 West 57th Street, New York. NY 10019 • Tel: 212,825.0400 • F.«: 212.825.0085 
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LINDELL^ 


PROPERTIES 


To VJhom it May Concern: 

Don Phillips has been a great friend not only to me but a great citizen to the City of Tampa. He's aiso 
one cf the most profitable and highiy regarded developers in our region. Don and i both serve the 
communlr/ in many ways. 

The governor has appointed Don to serve on the Tampa Expressway Authorib/ while I ser\'e as a Port 
Director. Don has been active polltlcslly and charitably in almost every event I have attended. He sees 
the big picture and is a man with solutions to problems— not just complaints {as we too often hear). He 
would be a great man to have on any team. 


Sincerely 


Cart Linde!! Jr. 



Commercial ■ Office • Induslrial ■ Single & Mulli Family • loveslrnciiis & Dcvclopnicnf 
One Urijan Centre « W. Kennedy Blvd. Stc 250 ■ Tanipa, Florida T3fy)9 
PH: <813) 286-3f»0 ■ FAX: (813) 286-3R20 
www.Jindeliproperties-coTn 
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KefBaiik 

Real Estate Capital 

Ott 

4200 W. Cypress Streel, Sraie -J-SO 

Tamps, FL 53607 

Plioiie: 813-3i3-55Cio 

Fax: 813-513-5556 

Eniai!: lisa_iesnick@j!.eybank.coivi 


Mai'ch 12. 2007 


Mr. Donald Phillips 
Pliillips Devc-iopnieni 
1510 West Cleveland Sireet 
Tampa, R. 33606 


fie: Ref-srstsc,.’. 


Dear Don; 

It’s beenapleasure to worliudlliyouaiid yotu'iea.'novertl'e last few years, AjU projects have been 
IiRiidled ill a profesaojia] aid timely msiner. and have worked out well fromboth ale.uderand borrower 
proapsclive. Our loans have included the foUowing: 

« 333,630,000 apaitmenl coiistniclion loan for Tuscano at Suncoast Crossing, repaid it) Mai'ch 2006 

via sale of the property. 

» 39,926,000 land acquisilion loan for a 43 acre site in Houston, to be repaid in April 2007 via sals 

ofllie propeity. 

« 39,200,000 land acquisition loan, for a 4 1 acre sits in Chadotte. W e hope to provide funding for 

the proposed apartineius at this site later in 2007. 

I look forwaid to working on riiaiiy future deals togsilier! 

•Sincerely, 



iisa Resjiick 
VicePresideiE 
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Town of Cary 

K) a<uS005 
Sli Sordi Street 

Cuy-NC 27SI2-S005 
it) 9l»46‘»'40U 
Ik919-+60-49I0 


October 20®, 2003 


To Whom It May Concern: 

I have worked closely with Donald Phillips for the last year, 1 have found Mr, 
Phillips to be a man of integrity whose word is his bond. 1 have observed other qualities 
in Mr. Phillips as well of which I now write. 

Mr. Phillips has an ability to grasp complex business issues. He takes the time to 
understand the all sides of and issue before formulating a strategy. He then creates "win- 
win” scenarios to the greatest extent possible for all involved, 

Mr. Phillips and I do differ with regard to political philosophy and policies 
surrounding development in some cases, but he has helped me to gain understanding of 
the affect on development of our policies. 1 have found his opinions informed and 
insightful and he has a willingness to strike a balance point on most issues that 1 find 
refreshing in comparison to many in his industry. I have encountered many folks who 
have worked with Mr. Phillips and have yet to have any person tell me he has been unfair 
or dishonest in any of their dealings with him. 

I unequivocally give my highest recommendation to Mr. Phillips with regard to 
his integrity, his honesty and his commitment to fairness. Plea.se feel free to contact me t 
discuss. 


Sincerely, 



Mayor of Cary 
919-291-7936 
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IBA 

ILulNOIE BANKERS ASSOCIATIOK 

. ■ f'^ingihaway 


Examples of Exam issues Due to Regulatory Accounting Interpretations 

■ “We were required to reserve 3% on all of our FULLY PERFORMING construetion loans, 
land loans, and land developnr^t loans. This has significantly impaired our capital 
ratios, resulting in our becoming just barely “adequately capitalized.” In turn, this resulted 
in our being told to withdraw our application for TARP funds. Had we received TARP 
funds, we would now be ‘well capitalized" and not in danger of becoming 
undercapitalized, with all of the ramifications that entails.” 

■ "We encountered an issue during our last exam regarding an unsecured ban that had 
always been and continues to remain current on its payments. Due to the lack of 
collateral and the borrowers tight cash flow, we had fully reserved for the loan. Thanks 
to our being so prudent, the examiners made us charge the loan off as a complete loss, 
'because it was fully reserved, so why not?’ Keep in mind - we are still receiving timely 
payments. But now we can’t return the reserves to capital as payments are received for 
the loan; we have to wait until the full loan is paid off.” 

• "Our examiners have made us charge off percentages of principal on loans that are 
current and that have always been performing simply because ttie loan collateral is real 
estate. In some cases, the appraisals are coming in at "fire sate” values (50-60% 
discounted). In other cases, particularly with respect to vacant properties, the appraisers 
are telling us that there are no comparables and no current market (thus 100% 
discounted). Obviously, appraised values are going to be depressed in the current 
economic environment, but we are talking about properties where the borrowers have 
absolutely no intention to sell until the market comes back, and meanwhile, they are 
completely current on their loan repayments.' This is creating huge write-downs for our 
bank and putting major stress on our capital levels.” 

• "We have a large loan secured by farmland that requires the borrower to prepay interest 
3 months in advance into an escrow account. We are collecting this interest in advance 
and have had no problems with this loan, and yet the examiners have forced us to put 
this loan on a nonaccrual basis. Why? How are we expected to make more farm loans 
under these conditions?" 

• “In our recent exam, we had a sampling of 40 small commercial loans that were looked at 
(all had some reserves set aside), and we had to defend each and every one of them 
from being classified as substandard. Some battles were won and some were lost. As a 
result, however, we now have little appetite to extend credit to small businesses out of a 
fear that the loan will be classified as substandard in our next examination, When 
examiners are focusing on bank-classified assets and punishing those who reserve 
prudently, why should we take chances making small business loans when the likelihood 
of an examiner-imposed substandard classification is so high?” 

• "We have commercial development loans that are current according to their loan terms, 
that have well-documented positive cash flow, and that are solidly collateralized based on 
current appraisals, which the examiners have nonetheless classified as substandard 
because they were not fully amortized over a 5 to 7 year period. How can one 
reasonably expect borrowers in the building trade to amortize all of their debt over a 5 to 
7 year period In this environment? What do you think this is going to do to credit 
availability for the building trade in our community?" 
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• "Our third-party, independent loan review had just determined that our loan loss reserves 
were adequate and had agreed with our methodologies when we entered our latest 
safety and soundness exam. In our exam, the Examiner in Charge informed us that our 
reserves were not equal to our peer group and consequently that we had to increase our 
reserves to an amount that made us equal to our peer group. To Justify this increase, we 
were told to put ALL of our classified credits into the FAS 114 reserve bucket, EVEN IF 
THEY WERE CURRENT. We were then instructed to backdate the reserve adjustment 
and refile our call report. My question is this: If the regulators want the industry to be at a 
certain reserve percentage, irrespective of the facts pertaining to specific loans, why not 
just tell us that and save everyone the fight?” 

• "We recently went through an exam. We had two participation loans with another bank, 
both of which had recent appraisals that still justified our loan-to-value positions. We 
were not told to charge either loan down. Having said that, while our lead field examiner 
recommended a top rating for us. she was overruled by her supervisor because of these 
two loans. We had no charge-offs and no write-downs at all In this exam. We had 
comparable capital, better liquidity, better risk management and better income ratios than 
our peers. We were criticized for having increased commercial loans over the past FIVE 
years (mainly due to these two loans), but even accepting this 20-20 hindsight, WE ARE 
STILL WAY BELOW OUR PEER GROUP, Nonetheless, our composite CAMELS/ating 
was dropped due to these two loans, the only result being that now we have to pay more 
in FDIC assessment fees. It is the belief of our entire organization that the exam result 
was manipulated by a supervisor who had an apparent agenda. It is inexplicable to us." 

• “Our examiners told us that we could not assist our commercial customers, by offering 
them to provide additional "interest reserves" supported by additional collateral, which 
would have afforded them a greater chance to survive in the present economy. (An 
"interest reserve account" is a separate account created to ensure payment of interest 
costs accrued from a long-term debt obligation.) Instead, the examiners insisted that we 
ask for a secondary source of repayment other than collateral. What business customer 
has an alternative source of repayment when their business is suffering, other than 
additional collateral? As a result, a number of entire loan relationships were downgraded 
to "substandard,” despite being current on payments and having low loan-to-value 
financings (even when based on new appraisals). Additionally, we were warned that it 
would be imprudent for us to ever do what we had proposed, or else our management 
rating would be downgraded. The threat was very real and very disturbing.” 

• “We just experienced a situation where the FDIC, as receiver, sold the servicing rights to 
a loan participation that we are in to a non-bank and non-loan participant. This firm is 
charging about 5 to 10 times than what they should be for servicing this loan. 
Furthermore, the sale of the servicing rights to a non-participant is in direct contradiction 
to the participation agreement. We were not given the opportunity to bid on the servicing 
rights, or even given the names of the bidders for these rights so that a nevy servicer 
could be elected by the loan participants. Why are we, the loan participants, being given 
so little consideration by the FDIC?" 

• Please Note: We understand the following example is too long for use in the Committee 
hearing, but we think it is an excellent illustration of the current examination climate and 

. are hopeful that you will have the time to read it: 


"I would need several hours to compose an e-mail that addresses all of the problems we have 
experienced with our examiners during the past several years. However, I would like to express 
some initial thoughts. 
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Our bank is regulated by the Office of the Comptroller of the Currency. I worked for the OCC for 
10 years, and since then, I have had 20 years of experience as President & CEO of this bank. 
When I left the OCC to take my current position, I was a seasoned field examiner who was 
involved with the oversight of many problem banks during the 1980's. 

In addition to my oversight of problem financial institutions, I was involved with many special 
assignments to help provide oversight and direction of bank supervision. I also served as a 
training team leader for several groups of young or new examiners hired by the agency. I also 
was involved In the development of loans used in the test for commissioned national bank 
examiners. During my tenure with the OCC, I was considered by many personnel in our field and 
district offices as a major resource person with expertise in the fields of funds management and 
interest rate risk, investments, loan portfolio management, and taxes. I truly believe that my skills 
in these areas have been enhanced while serving in my present capacity as President/CEO of 
the bank. 

I bring your attention to my background so that you may have some insight into my insights. My 
point is that in all my years of working in the banking industry, I have never felt more insulted, 
belittled and ridiculed by any one examiner or group of examiners, all with much less experience 
than me. Realistically, I have given up on having any form of meaningful discussions with the 
examiners on various banking-related issues that pertain to our bank. My background and 
experience means very little to them and even possibly threatens them. We have held what I 
considered civil discussions, exit meetings, etc. when meeting “face to face," only to receive a 
written report of examination or letter that criticized me personally for lack of objectivity and 
challenged my integrity. Overall, I am “old school” when it comes to criticism and can handle it 
well. However, in this environment, it has become more personal. 

To give you a specific example, I will discuss the issue of Other Than Temporary Impairment 
(OTTI) as it pertains to the bank's investment portfolio. Last fall, I spent countless hours studying 
the matter and consulted with various experts in the field. At the time, we owned a large volume 
of whole loan CMOs, so this was critical to the bank. Our initial due diligence and supporting 
documentation that went into the purchase of each of these investments was significant and 
initially provided critical support for our investment decisions. All of our bank's purchases were of 
high-end tranches. However, credit quality in some of the issues had deteriorated, therefore 
requiring an OTTI analysis. 

The examiners and I held several discussions on how each OTTI analysis should be performed 
for each security impacted. During our conversations, the examiners specifically stated that they 
had a lack of direction from their superiors on this matter, in the meantime, I was working on my 
OTTI analysis of each bond that potentially could be impacted. I want to specifically mention that 
an OTTI analysis is an estimate of potential loss at some future date based on the facts and 
circumstances available at the time. It is a tool used to predict a potential loss. It does not mean 
the loss will actually occur, but that it could occur based on the current information available 
combined with present expectations. This leaves a lot of room for subjectivity. If an OTTI 
analysis is performed only once, it would require significantly more accuracy. However, the 
estimate is performed quarterly as ■ new facts present themselves. 

I believe the OCC examiners wanted us to be 100% accurate "out of the box" on the first OTTi 
analysis, yet neither they nor we (nor the industry) had any guidance or experience on how to do 
so. On the other hand, my approach was to analyze each bond with respect to its overall 
performance and develop 3 scenarios for each: best case, worse case, and most likely. 
Basically, CMOs can be analyzed based on 3 performance criteria: prepayment speeds (e.g. 
CPR), loss rates (CDR), and loss severity (dollar percentage of loss when the asset or property Is 
sold). 

The factors that pertain to each of these criteria as applied to each security, and their impact on 
each security, will be unique for a multitude of reasons. They cannot and should not be 
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standardized. However, that is exactly what the examiners wanted us to use - one single, 
homogenous standard. They had no interest in the most likely or best case scenarios, despite 
any meaningful rationale that we discussed. Their interest was only in the worse case scenario 
for each bond. In addition, if the worse case scenario did not produce the results they wanted to 
see - In other words, a loss - the examiners wanted us to run even more severe rates until a loss 
was produced. The worse case scenarios that we were required to run in our models included the 
lowest CPR rates experienced in the prior 3 to 6 months, combined with the highest CDR and 
loss severity rates in the prior 3 to 6 months. I tried to explain to the examiners how this would not 
realistically be possible. High CDR and loss severity rates will produce high CPR rates as well. 
However, they did not understand and expressed no interest in this rationale, (Hence their 
criticism for our lack of objectivity.) 

It is important to note that we have taken a little over $400,000 in OTTi charges in 2009. 
HOWEVER, WE HAVE YET TO EXPERIENCE ANY ACTUAL LOSSES. We began 2008 with 
$38.3 million (gross invested value) in our investment portfolio. As of September 30, 2009, our 
gross invested value wiil be roughly $18.3 million, representing a net reduction of $20 million, or 
52%. This reduction has occurred through a combination of payments received on CMOs, calls, 
maturities or sales. Overall, we have not experienced any loss from this activity. In fact, we have 
recognized roughly $140,000 more in income through $90,000 in security gains and $50,000 in 
additional accretion income. In addition, our current payment stream on the bonds has not been 
disrupted. Still, we are being required to run exclusively worse case scenarios on our remaining 
investment portfolio and to take OTTI losses when these forced scenarios necessarily exhibit 
them. 

This is just one of many frustrating examples that we are currently experiencing in this 
environment. However, it may be the most compelling. Thank you for your time.” 


September 23, 2009 
Illinois Bankers Association 
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February 3, 2010 


Congresswoman Judy Bi ggert 
CoiTimittee on Financial Services and 
Small Business Committee 
U.S. House of Representatives 

Re: Condition of Small Business and Commercial Real Estate 

Lending in Local Markets 

Dear Congresswoman Biggert: 

In response to the above-referenced matter, the initial cause for the reduction in lending 
started with the misguided and mishandled utilizigfion of TARP. The Federal Govenrment 
decided to pick “losers and winners” based on some misguided “systemic risk” fallacy. 
The very backbone, of lending to Small Business (Community banks) were “redlined” 
from tire process by the Bairking Regulators, thru some secret process. These very large 
banks that were deemed to big to fall are the very institutions that caused the problems, 
not the Community banks, yet today it is thd Community banlcs that are being subjected 
to punitive actions by the Banking Regulators.. 

The end result (of TARP) is that these banks that are now considered too big, and present 
too great a risk to our economy are even bigger and tliey have not ever utilized TARP 
proceeds to increase lending activities. Since then, overzealous Regulators have swung 
the pendulum too far toward Regulatory overkill, compounding the lack of available 
credit that otherwise would be available to the public. The Bajik Regulators are forcing 
arbitrary write downs on performing loans, excessively high Loan Loss Reserve, Capital 
and Liquidity requirements. All of these actions reduce the amount of available credit that 
otheroise miglit be available. Everyday Bankers are being told (by their Regulators) to 
NOT make loans and in fact reduce their existing loan portfolios. The only viable and 
practical way to increase Bank lending activities is to get the Regulators hack to a 
common sense and realistic approach in their examinations and treatment of banks. 

Sincerely, 

Robert K. Buhrke, 

Chairman Emeritus 


Office: 602-324-6707 • Fax: 602-218-7175 • 3001 East Camelback Road • Phoenix, AcEona 85016 
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Joint Hearing: Committee on Financial Services and Small Business Committee, U.S. House of 
Representatives 

Date: Thursday, February 11, 2010 

Title: "Condition of Small Business and Commercial Real Estate Lending in Local Markets" 

Response: 

There are a number of factors that have led banks, particularly smaller community banks, to reduce 
lending to small businesses resulting in fewer jobs as well as having additional economic consequences. 

1. One of the primary inhibitors is the disconnect between the President's message and the actions of 
regulatory agencies. President Obama challenges banks to begin lending again with his plan to 
recycle $30 billion of the remaining TARP funds into a new government lending program offering 
low-priced capital to community banks that boost their small business lending this year. The hope is 
that this increase in small business lending could help to restart some segments of the economy. 

Helping small businesses grow and expand can help to create new jobs, and many small businesses 
(those with under $10 million in sales) prefer to bank with small banks (under $1 billion in size). 

Over half of the loans under $100,000 made to small businesses are done by these smaller banks. 
Small banks are designed to lend money as their business models are not structured to borrow 
money from the Fed and buy treasuries. Instead, the focus is on offering streamlined products to 
raise deposits and make loans. Comparatively, larger banks are not incentivized to lend to small 
businesses as they make more profit through trade. 

However, constricted regulatory requirements for reporting have made banking and lending more 
difficult as banks try to overcome even more red tape. While both large and small institutions 
recognize that they are in a regulated business with inherent risks, small banks have different 
challenges than larger ones. Small banks are, in effect, small businesses with limited staff and a lot 
to accomplish. If they have to spend an abundance of time dealing with regulatory constraints, they 
are left with inadequate time and resources to bring in new business. 

The challenge is finding a balance, and the message must be consistent and achievable. For 
community banks to lend more, the regulatory agencies need to find a way to lean on banks less 
without allowing them to expose themselves to risks and losses which they can't absorb. The 
agencies should recognize, as President Obama has, that community bankers typically did not 
engage in much of the risky activities that helped precipitate the financial crisis in the first place. In 
turn, small banks must be required to know their communities and customers before taking 
calculated risks. With the right risk management and internal controls in place, banks should be 
able to operate as for-profit Institutions that can do as the President has asked and begin to lend 
money once again without fear of regulatory consequences. 
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2. Another inconsistency is between the regulatory definition of well-capitalized ratios and actual 
practice. Although the regulators have published official numbers (5% for well-capitalized), they 
now informally encourage much higher standards (8-9%). 

To address this, small banks have needed to develop new capital plans to manage the increased 
scrutiny. The vast majority of institutions strive to be well capitalized, and many greatly exceed the 
minimum requirements fora well-capitalized institution. Even slipping to adequately capitalized is 
something that institutions try very hard to avoid. 

These discrepancies create confusion about what capital standards banks are supposed to be 
operating under. An unintended side-effect is that bank credit becomes more expensive for small 
businesses. The new suggested standards have caused banks to raise floors and pricing, adversely 
affecting potential borrowers. 

Regulators should either stick to existing capital standards or set new ones. If the goal is for banks 
to lend more, there needs to be clarification as to the rules they should be operating under. 

3. The media has also contributed to a negative sentiment towards banks in general, including small 
community banks. Damaging news coverage has unfairly lumped small banks in with larger ones, 
and the banking industry as a whole has been blamed for the financial crisis. This is despite the fact 
that community banks are still healthy and were not involved in most of the risky activities and 
subprime lending. 

Unfortunately, the word "bank" appears in the names of both small and large banks, and news 
coverage has not distinguished among them or mentioned the non-bank lenders that played a 
significant role in the crisis. This causes small businesses and communities to remain fearful of 
banks in general causing them to resist seekingcredit for expansion. 

4. Another Issue affecting small business lending is the gridlock in Washington, It is difficult to get a 
timely decision out of any of the regulating agencies (OCC, FDIC, OTS) as situations are passed along 
from local to regional and finally to Washington, Because there is not a clear picture of what the 
resulting regulatory environment will look like, the consequence is inaction by both the regulating 
agency and then by the bank. 


Thank you for the opportunity to submit these comments anonymously. 
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Chairman Warren and distinguished Members of the Oversight Panel, I am David Stockert, the 
President and Chief Executive Officer of Post Properties. With a total market capitalization of 
roughly two billion dollars, Post Properties operates as a real estate investment trust whose 
primary business is developing and managing apartment communities. 

We were founded nearly 40 years ago, and we are one of the largest developers and operators 
of multifamily communities in the United States. Post Properties is headquartered in Atlanta, 
Georgia and has operations in nine markets across the country. We currently own and operate 
approximately 20,000 apartment units in 55 communities. 

I am a witness today on behalf of the National Multi Housing Council (NMHC) and the National 
Apartment Association (NAA). 

NMHC and NAA represent the nation’s leading firms participating in the multifamily rental hous- 
ing industry. Our combined memberships are engaged in all aspects of the apartment industry, 
including ownership, development, management and finance. The National Multi Housing 
Council represents the principal officers of the apartment industry’s largest and most prominent 
firms. The National Apartment Association is the largest national federation of state and local 
apartment associations, NAA is a federation of 170 state and local affiliates comprised of more 
than 50,000 multifamily housing companies representing more than 5.9 million apartment 
homes. One-third of Americans rent their housing, and over 14 percent of all U.S. households 
live in a rental apartment. 

Your interest in the current economic circumstances and liquidity issues affecting the commer- 
cial real estate industry is prudent and appropriate. As a developer and owner of income prop- 
erties, I can share with you our experience and offer you suggestions regarding strengthening 
the financial system and improving the business climate for commercial real estate. 

Post Properties and the entire membership of NMHC/NAA feel acutely the stress on the multi- 
family housing sector resulting from our nation’s economic situation. We fully support federal 
efforts to help preserve the nation's supply of safe, decent and affordable housing and to pro- 
vide liquidity to the apartment sector. While there is a perception that the apartment sector has 
not suffered to the same degree as the single-family sector, we are nonetheless collaterally im- 
pacted by the bursting of the housing bubble and the ensuing economic and financial meltdown. 

Because of the nearly complete freeze in the capital markets, much of the new development 
activity in our sector has come to a standstill. The real estate value of our communities has 
been substantially diminished. Net operating income has declined. In addition, our industry 
faces an estimated $50-60 billion in loans that are maturing in 2010-2011 and will need to be 
refinanced. 

Because of the frozen capital markets, sales of apartment properties have plummeted. Con- 
struction financing has all but disappeared, and with it, much of our sector's capacity to develop 
new apartments once market conditions improve. This comes at a time when the single-family 
foreclosure crisis has increased the demand for affordable rental housing. Without a fully func- 
tioning capital market to support the development of new rental housing, the nation will face a 
shortage of apartments beginning as early as 201 1 . 
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We are optimistic that, by the end of 2010, much of the decline will be behind us, but recognize 
that we are likely facing a slow return to a stabilized or growth environment. 

The State of the Multifamily Industry 

Job growth is one of the most important drivers of demand for apartments. Due to the dramatic 
loss of jobs in the U.S., 2009 was one of the most challenging years in memory for the apart- 
ment industry. U.S. apartment vacancy hit eight percent in the fourth quarter, an almost 30-year 
high. There are more than 4.5 million vacant rental units; as much as 1 .5 million more than in a 
normal market, 2009’s 2.3% drop in rents nationally was the largest in at least 30 years. 

Without a fully functioning credit market, transaction volume plummeted; falling from $100 billion 
to around $14 billion in Just two years. 

Many in our industry believe that 2010 will likely mark the bottom in terms of declining occupan- 
cies and net operating income in most markets. While there may be some sub-markets that will 
continue to weaken, overall the industry expects it will begin to see a modest recovery com- 
mence by the end of 2010. 

Despite this generally more optimistic consensus, the headwinds are still very strong. Most of 
2010 is expected to be a challenging year for the apartment sector. Even though GDP is ex- 
pected to recover in 2010, there won't be significant job growth until 201 1 . Employment growth 
is essential for apartment demand, and the loss of over eight million jobs during the recession is 
a severe blow to our industry. 

In addition, a “flight to quality" will create a greater separation between different markets and 
different classes of properties. Class A properties in primary markets will benefit, while older 
properties with weaker sponsorship and secondary markets will continue to find it difficult to ac- 
cess capital, even as investors return to the market. 

Post Properties is known for the quality of our communities and a high level of customer service. 
Although we focus on “luxury” apartments, the truth is that we provide affordable housing alter- 
natives for residents who wish to live near major employment centers but could not afford simi- 
larly located single-family housing. While fewer of our customers leave to buy houses or con- 
dominiums today, many more are moving in with friends, roommates or family as a result of job 
loss. 

Rents today at many of our communities are less than they were ten years ago; expenses, 
however, continued to escalate over that time period at roughly the rate of inflation. 

A. Multifamily Vacancy 

The U.S. Census Bureau vacancy rate for all rental apartments (in buildings with 5 or 
more units) rose to 13.1 percent, the highest figure since the inception of the series in 
1968. The MPF Research national vacancy rate for investment-grade apartments de- 
clined slightly to 7.9 percent from last quarter but is still 1.7 percent higher than a year 
ago. The vacancy rate remained the same in the Midwest (7.8 percent) and the South 
(a record high of 9.2 percent), but edged down 10 bps in the Northeast (to 5.9 percent). 
The vacancy rate fell 50 bps in the West, to 7.1 percent. 
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Table 1 


U.S. Multifamily Vacancy Rate Information 


Multifamily 

3Q 

2Q 

Change 

3Q 

Change 

% Vacant 

09 

09 

Last Qtr 

08 

Yr Ago 

U.S. - Census 

13.1 

12.1 

1.0 

10.7 

2.4 

U.S. -MPF 

7.9 

8.1 

-0.2 

6.2 

1.7 


B. Multifamily Construction Activity 

According to NMHC analysis, multifamily permits and starts continued their steep down- 
turn; completions also declined this quarter. 

Permits (5+ units in structure) decreased sharply to a seasonally adjusted annual rate 
(SAAR) of 94,700, down 8.4 percent from last quarter and a large 65.6 percent drop 
from a year earlier. This is the lowest level on record (since 1959). 

Starts dropped even more precipitously to a SAAR of 84,000, down 19.7 percent from 
last quarter and 67 percent from a year ago. This is also the lowest level on record. 

Completions decreased to a SAAR of 247,000, down 15.6 percent from the previous 
quarter and 10 percent from a year ago. The declines in starts and permits will mean 
larger drops in completions in the coming quarters. 


Table 2 

New Construction Permit Activity 


Permits 

( 2 - 1 - units, unadjusted) 

3Q 

09 

2Q 

09 

Change 
Last Qtr 

3Q 

08 

Change 

Year 

Ago 

Northeast 

4,600 

4,700 

-100 

9,100 

-4,500 

Midwest 

6,500 

4,500 

2,000 

13,900 

-7,400 

South 

12,500 

16,600 

-4,100 

42,700 

-30,200 

West 

6,500 

6,000 

500 

17,500 

-11,000 

U.S. 

30,100 

31,800 

-1,700 

83,200 

-53,100 


C. Rents and Transaction Activity 

Apartment rents measured by public and private data sources diverged. Same store 
rents for professionally managed apartments tracked by MPF Research declined 4.6 
percent this quarter, surpassing last quarter's record decline of 3.4 percent. Rents con- 
tinued to decline in all four regions for a fourth straight quarter. The West had the larg- 
est decline at -7.7 percent, while the Northeast (-2.6 percent), the Midwest (-2.8 percent) 
and the South (-3.3 percent) experienced smaller declines. Regional rent growth de- 
clines set records, except in the Northeast. 

By contrast, the CPI rent index, which covers all rental housing, rose 2.0 percent, still 
positive but the lowest rate of annual growth since 1968. With overall inflation negative, 
real rent grew by a larger amount, namely 3.6 percent. 
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Table 3 

Same Store Rent Change 


MPF “same store” rent 
(annual change %) 

3Q 

09 

2Q 

09 

IQ 

09 

4Q 

08 

3Q 

08 

Northeast 

-2.6 

-2.1 

-1.3 

-5.4 

2.3 

Midwest 

-2.8 

-1.8 

-0.7 

1.6 

2.4 

South 

-3.3 

-2.0 

-0.6 

-0.7 

1.6 

West 

-7.7 

-6.5 

-3.8 

-1.7 

1.3 

U.S. 

-4.6 

-3.4 

-1.7 

-1.7 

1.7 


Looking at apartment transactions, volume rose slightly in the third quarter to $3.6 billion, 
up 12.1 percent from the prior quarter but still down an exceptional 64.2 percent from 
last year's level, and still far below mid-decade levels. Apartment prices fell further. The 
average price for properties sold in the third quarter of 2009 was $78,709 per unit, down 
9.7 percent from the previous quarter and down more than 30 percent from 2008. This 
was the fifth straight quarter of decline and the lowest average price since the second 
quarter of 2004. The market value of investment-grade apartments in the National 
Council of Real Estate Investment Fiduciaries' (NCREIF) database also continued to de- 
cline in the third quarter, falling 4.3 percent from the previous quarter and 27.0 percent 
from last year. The capitalization rate increased to 7.1 percent. 

D. New Apartment Absorption 

Absorption rates for newly completed apartments have dropped to the lowest levels 
since data started being collected in 1989. Census Bureau data show that looking at the 
trailing 12-month average, using not seasonally adjusted data, only 50 percent of 
2009Q1 new apartments were leased, the same as the previous quarter and a record 
low. The historical average for the series is a 67 percent lease-up rate. 

Similarly, the 6-month absorption rate (also on a trailing 12-month average basis) was 
68 percent, also a record low and well below the series average of 84 percent. After 
fairly steady absorption rates in the 1990s, lease-up rates have fallen for most of the 
decade, interrupted only by a partial rebound from 2003-05. 

Debt Financing and Liquidity 

The commercial real estate markets have had great difficulty accessing capital since 2007's col- 
lapse of the commercial mortgage-backed securities (CMBS) markets. Institutional investors 
such as pension funds, insurance and other equity sources exited the commercial and multifam- 
ily real estate markets and did not participate in the private real estate markets in 2009. 

Historically, multifamily has typically enjoyed good access to debt for decades, even during diffi- 
cult economic periods and weak market conditions. When one supplier of credit to apartment 
properties or multifamily developers was under stress, another would step in to take its place. 

For example, when the savings and loans crisis occurred in the late 1980s, commercial banks 
expanded their market shares. When the FHA temporarily exited the market in the wake of the 
failure of the co-insurance program, the GSEs, banks, and others helped to ensure a flow of 
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credit. When Freddie Mac’s portfolio of multifamily mortgages was under stress in the late 
1980s from loans written in distressed markets, Fannie Mae and other lenders gained share. 

In this economic crisis, the GSEs have stepped in to fill the gap, and the FHA multifamily mort- 
gage insurance program has served as a partial replacement for construction financing. These 
two capital sources — the GSEs’ multifamily loan purchase programs and the FHA/Ginnie Mae 
multifamily insurance program — accounted for 90-95 percent of all the multifamily debt issued in 
2009. 


Table 4 

Outstanding Mortgage Debt by Source 

2000 Second Qtr. 2008 Fourth Qtr. Change '00-'08 


Billions 

Percent 

$217 

24% 

$64 

7% 

$50 

6% 

$11 

1% 

$45 

5% 

$318 

35% 

$110 

12% 

$96 

11% 

$911 

100% 


Billions 

Percent 

$139 

179% 

$3 

5% 

$16 

49% 

-$1 

-6% 

$24 

113% 

$246 

343% 

$63 

135% 

$17 

22% 

$507 

126% 


Institution 

Billions 

Percent 

Commercial Banks 

$78 

19% 

Savings Institutions 

$61 

15% 

Life Insurance Companies 

$34 

8% 

Farmers Home 

$12 

3% 

FHA/GNMA 

$21 

5% 

Fannie Mae & Freddie Mac 

$72 

18% 

Conduits 

$47 

12% 

Individuals/Others* 

$79 

20% 

Total 

$404 

100% 


Table Noies: 

• The Individuals/Others category includes REITs, insured pension funds, non-insured pension funds, mortgage 
companies, slate and local credit agencies, stale and local pension funds, credit companies and finance com- 
panies, 

• Source: Federal Reserve Board Statistical Supplement, Report 1.54 - Outstanding Mortgage Debt, 2001 and 
2008 fourth quarter reports. 

• Data includes outstanding balance on Issued and insured mortgage securities. 

But it has not been all good news for the multifamily sector of commercial real estate, As fun- 
damentals weakened, debt providers significantly tightened their underwriting requirements. 
This has meant that apartment firms had to provide additional equity to finance a purchase 
transaction, refinance a maturing loan or renovate or develop new rental housing, FHA has also 
indicated that it will tighten its underwriting and loan requirements. With most equity sources on 
the sidelines, this has meant a capital crisis for the apartment sector even with the backstop 
provided by the GSEs and FHA. In other words, the GSEs are necessary, but not sufficient to 
meet the industry's capital needs. 

Multifamily Loan Performance 

There has been widespread media coverage of a March 3, 2009 report by Deutsche Bank de- 
claring that muitifamily CMBS are experiencing the worst deterioration of all the CMBS thus far, 
and that the deterioration is worsening. While the multifamily CMBS market is indeed suffering, 
it is important to keep this in perspective. Many observers have misunderstood the Deutsche 
Bank report to mean that ALL multifamily mortgages are experiencing high default rates. 

This is untrue. The CMBS muitifamily rates, while high, are only a portion of the debt out- 
standing, CMBS represents just 12 percent of the more than $900 billion of multifamily loans 
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outstanding. The vast majority of multifamily mortgages are held by commercial banks (24%) 
and the GSEs Fannie Mae and Freddie Mac (35%). Banks and Thrifts account for just under a 
third of multifamily mortgage debt outstanding (31%), life insurance companies (6%) and 
FHA/Ginnie Mae (5%). 

When loans held by those entities are examined, it is clear that multifamily default rates remain, 
in fact, quite low and much lower than in the single-family sector. Delinquencies for loans issued 
by insurance companies and the GSEs remain well below one percent, and the GSEs are un- 
derwriting new multifamily loans with good coverage ratios and relatively moderate !oan-to-value 
levels. 

Nonetheless, the agencies are anticipating increased loan defaults both in their portfolios of 
multifamily mortgage loans and guaranteed mortgage securities. Reports indicate that Fannie 
Mae will increase its loan loss reserve capital by $1 billion; Freddie Mac is also expected to in- 
crease its capital reserves to compensate for potential losses in its multifamily mortgages. 

Secondary Market Concerns and Future 

As you know, Congress is beginning to develop plans to restructure Fannie Mae and Freddie 
Mac. What that new structure will look like and how we transition to it will be debated for 
months, and maybe years, to come. 

In the short term, the industry is reassured by the December 24 announcement by the Treasury 
Department confirming its unlimited support for Fannie Mae and Freddie Mac through 2012 and 
easing the portfolio limits on the mortgage giants. Before the announcement, the retained port- 
folio of each firm was capped at $800 billion and each was required to reduce their portfolios by 
10 percent a year beginning in 2010. Now, the portfolio reduction requirement applies to the 
portfolio caps ($900 billion) and not the actual size of the portfolio at the end of 2009 ($771.5 
billion for Fannie Mae and $761 .8 billion for Freddie Mac). 

This means the companies will not have to take immediate steps to reduce their portfolios and 
could even expand them. In addition. Treasury announced that it was committed to providing 
the GSEs with unlimited financial support through 2012, removing a prior limit of $200 billion per 
company. 

The announcement makes it clear that the federal government intends to back the GSEs in 
whatever capacity is necessary to maintain their housing finance activities. 

In the long term, however, the multifamily industry is greatly concerned about the future of the 
GSEs, given their critical role as a liquidity backstop. As the Administration and Congress begin 
the process of establishing a new secondary mortgage market system and regulatory oversight 
for the GSEs, lawmakers should understand the unique needs of the multifamily sector and take 
steps to ensure that they do not restrict the supply of multifamily capital as they reform the sin- 
gle-family financing process. 

Among other things, the GSEs must: 

• Continue to serve the entire multifamily market to provide liquidity. This will allow banks 
and other construction capital sources to have a steady and reliable source for perma- 
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rent debt. It also provides for needed loan diversity to support loans for affordable and 
workforce housing that have greater credit risk profiles due to the need for higher loan 
proceeds and limited income stream to support debt coverage. 

• Continue to be available to the market regardless of market conditions. Fannie Mae and 
Freddie Mac serve not only as a mortgage capital source, but serve as a standard in 
muitifamily lending in all markets, both large and small, and in urban and rural areas. 

• Continue to create and support opportunities for mixed-income and mixed-use develop- 
ment that improves economic development and accessibility to jobs. 

Commercial Mortgage-Backed Securities (CMBS) 

Reestablishing a viable commercial mortgage-backed securities market is also critical to meet 
the variety of financing needs. Reforming the regulatory oversight of Wall Street and improving 
transparency and rating agency performance are important to bringing back the CMBS market. 
Reform measures and efforts by the Federal Reserve and Treasury through the Term Asset- 
Backed Loan Facility (TALF) program are important. As such, the government should not ter- 
minate its efforts, and should continue to extend the TALF program, at a minimum through 
2010. This is important to build additional confidence among investors. With greater invest- 
ment anticipated during 2010, programs such as TALF are important to stimulate the markets. 

Troubled Asset Relief Program (TARP) 

I have been asked to address the use of TARP funds to support our sector. Last year, legisla- 
tion was introduced that would have recycled TARP funds to support distressed muitifamily 
properties. While we are not actively seeking such funds, should they be made available, we 
would recommend that they not be used to transfer properties to new owners, but rather that 
they support existing owners and lenders. 

We would support two key uses of TARP funds; 

1 . Provide insurance to lenders who extend current loans for periods of 24-36 months. 

2 . Provide gap financing on newly refinanced loans through subordinated debt, cash-flow 
mortgages or, when appropriate, grants. 

Any TARP program should not create uncertainty in the capital markets about potential future 
government intervention in the contractual and legal chain of ownership, and should carefully 
define when such funds are used. 

National Policy Change to Meet Our Housing Needs 

For decades, the federal government has pursued a "homeownership at any cost" housing pol- 
icy, ignoring the growing disconnect between the country’s housing needs and its housing pol- 
icy. In the process, many people were enticed into houses they could not afford, which in turn 
helped fuel a housing butjbie that ultimately burst, catalyzing a global economic crisis. 

The nation is now paying the price for that misguided policy and learning firsthand that there is 
such a thing as too much homeownership; that aggressively pushing homeownership was not 
only disastrous for the hardworking families lured into unsustainable homeownership, but also 
for our local communities and our national economy. 
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If there is a silver lining in this situation, it is the opportunity we now have to learn from our mis- 
takes and rethink our housing policy. Housing our diverse nation means having a vibrant rental 
market along with a functioning ownership market. It's time we adopt a balanced housing policy 
that doesn't measure success solely by the level of homeownership. 

For many of America's most pressing challenges, from suburban sprawl to affordable housing, 
apartments are the preferred solution. Apartments help create stronger and healthier communi- 
ties by offering enough well-located housing for the workers that businesses need, by reducing 
the cost of providing public services like water, sewer and roads, leveraging existing infrastruc- 
ture, and by creating vibrant live/work/play neighborhoods. 

Apartments offer a flexible and convenient lifestyle and will help us house our booming popula- 
tion without giving up all our green space and adding to pollution and traffic congestion. And 
they will help us reduce our greenhouse gas emissions by creating more compact communities 
that enable us to spend less time in our cars. 

Elements of a Balanced Housing Policy 

NMHC and NAA have joined together to advocate for a more balanced housing policy, one that 
respects the rights of individuals to choose housing that best meets their financial and lifestyle 
needs. We urge policymakers at all levels of government to work with the apartment industry to 
craft a smarter housing policy that: 

• Assures that everyone has access to decent and affordable housing, regardless of his or 
her housing choice; 

• Respects the rights of individuals to choose the housing that best meets their financial 
and lifestyle needs without disadvantaging, financially or otherwise, those who choose 
apartment living; 

• Promotes healthy and livable communities by encouraging responsible land use and 
promoting the production of all types of housing; 

• Recognizes that all decent housing, including apartments, and all citizens, including 
renters, make positive economic, political and social contributions to their communities; 
and 

• Balances the expected benefits of regulations with their costs to minimize the impact on 
housing affordability. 


Attachments: 

NMHC Research Notes Series 2009 
NMHC Market Trends Series 2009 
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IS A SUPPLY SHORTAGE LOOMING? 

The apartment industry is facing arguably the most difficult operating environment in the postwar era. Renter 
vacancy rates are at record levels whether measured across ail apartments (5+ units) or only investment-grade, 
and whether the data comes from government sources or private data providers. Yet there is a broad consensus 
that as early as 201 1 today's insufficient demand will be replaced by a supply shortage. Construction of market-rate 
apartments has all but shut down because of scarce construction financing and the current oversupply. Once job 
growth returns, demographic and household formation trends will kick in. But is the existing oversupply too large for 
demographic demand to work off quickly? This issue of Research Notes looks at current supply conditions to help 
gauge whether we might see a shortage in the (X)mlng years. 

New Construction Trends 

The data on apartment construction underscore the decline in new supply; starts have dropped dramatically. 
Although multifamity completions (5+) have thus far remained close to the 1 990s levels, they typically lag the starts 
data by about nine months and are expected to drop In the near future. 


Multifamiiy Construction 



Soofcs: Census Bureau: NMHC. 


For the most recent month, starts have fallen to a seasonally adjusted annual rate of only 84,000. (Note: This is 
measured as a 3-month moving average to offset the fact that multifamily construction varies greatly from month to 
month for reasons that may have nothing to do with underlying trends.) 

We need to net condos out of these figures, however. The condo share of construction has decreased 
considerably — from a high of 47 percent at the height of the boom in mid-2005 to around 1 5 percent in the first half 
of 2009. Taking account of condos and a small number of other non-apartment units, we’re currently on an annual 
pace to produce fewer than 90,000 apartments, including tax credit/subsidized units. Unfortunately, there are no 
current data on the share of subsidized construction, but anecdotal reports suggest it might be a bit higher than in 
the last year or so — perhaps one-third. That takes market-rate construction to an annual rate of about 60,000. 

That is a little less than replacement need. Applying an estimated annual loss rate of 0.7 percent (the average for 
the last 10 years) to a conservatively estimated 10 million (likely more) market-rate apartments shows annual 
losses to the stock of 70,000. So at current production levels, the number of market-rate apartments in the U.S. is 
actually declining. 
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The Current Oversupply 

As a resuit of the steepest drop in employment of the postwar era plus the spillover of bubble-induced excess 
construction in the for-saie market, the Census Bureau reported that the number of for-rent vacant residences of ail 
types reached a record 4.4 million in the second quarter. Of these, 1.4 million were vacant singie-family units for 
rent. We estimate 800,000 were in buildings with 2-4 units, and 2.2 million were in 5+ multifamily buildings. 

Of course, some vacancies are normal and necessary; only the number of units over and above the normal level 
should be considered excess inventory. Using the 1990s average vacancy rate of 7.7 percent as the norm 
suggests that the rental oversuppiy (of all types of units) is currently 1.3 million units overall, also a record. (Note 
that If we used a lower vacancy rate as the norm, the estimated oversupply would be larger.) 

Gauging how many excess vacant units are apartments rather than single-family or small multifamily is somewhat 
more difficult. In particular, it is hard to know what the normal vacancy rate should be for the single-family rental 
sector. For 25 years, the single-family vacancy rate was far more stable than the multifamiiy (measured as either 
the 2+ or 5+ sector) rate, and about half as large. But beginning in 1994, there has been a steady rise in the former 
rate until it essentially converged with the multifamiiy vacancy rates in the middle of the current decade, 


Rental Vacancy Rates 



Source: Census Bureau. 


So is the former 3-5 percent single-family vacancy range the norm or is the current 9-10 percent range? For 
present purposes, we’ll assume the recent range is the more likely one. If we assume that in the future the vacancy 
rate on rental units should be the same regardless of structure, then the excess supply would shake out as shown 
in the table below. 


Excess For-Rent Inventory 


Total Vacant 

Excess Vacant 

Single-family 

1,428,000 

410,000 

2-4 units 

800,000 

230,000 

5+ units 

2.179,000 

856,000 

Total 

4.407,000 

1,266,000 

Source: Census Bureau; NMHC. 


This estimate is sensitive to a number of assumptions. In particular, if the normal vacancy rate for single-family 
rentals is actually more like its 1990s average of around 5 percent, then the number of norma! vacancies in the 
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single-family sector would be smaller. In turn, this implies that a higher share, and number, of the single-family 
vacant units represent excess inventory. Since ttie estimate for the total excess for-rent inventory is fixed, that 
would mean that the number (and share) of apartment units tfiat represent excess inventory is actually smaller. 

Working in the other direction, some vacant units in the rental universe have been excluded, such as units that 
have been rented but not yet occupied and units that are being held off the market for various reasons, ft is not 
clear whether or not these categories should be included. In any case, the Census Bureau does not provide any 
information on how many such units should be part of the for-rent, vs. for-sale, housing stock, so there is no 
practical way to include them. 

How Fast Can the Excess Inventory Be Used Up? 

The past may not offer much insight into how rapidly this excess can be worked off. In four decades of data, the 
steepest one-year decline in vacant, for-rent units was only 320,000, and that was for the entire rental stock, 
including single-family and small multifamily buildings. However, production of new. for-rent residences over the 
same time frame has never been as low as it is today. 

By contrast, the greatest one-year net absorption (net increase in the number of renters overall) was 1.5 million, if 
repeated over the next 1 2 months, that might eliminate tiie entire excess rental stock. (This assumes that the rental 
units in the categories mentioned above, for which we don’t have enough information to include, such as units held 
off the market, do not flood back into the market.) Although this record occuired recently (2007). throughout the 
1970s and 1980s, the two-year increase in renters averaged 1.1 million and was frequently above 2.0 million. 
It is encouraging that the demographics now are similar in many ways to the era when the baby boomers moved 
into the housing market. Unfortunately, the Census data do not break down the change in renters by type of rental 
unit, so we can’t examine the impact on apartments separate from other rental units. 

It seems likely that the excess inventory could be worked off quickly: economic recovery, demographic trends and 
the lack of new supply will combine to reverse the current supply-demand imbalance. But the timing is hard to 
gauge. If the recovery is slow and halting, it is likely to postpone — but not cancel — the positive demographics. A 
subpar recovery is not likely to cause a supply surge, however, so demand is still likely to outstrip supply at some 
point in the next few years. 


Questions or comments on Research Notes should be directed to Mark Obrinsky. NMHC 's Vice President 
of Research and Chief Economist, at mobnnskv(d).nmhc.ora or 202/974-2329. 
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WHO’S MOVING INTO APARTMENTS? 

The U.S. has always been a country on the move. On 
average, one in six households lived somewhere else 
a year ago. While the economic downturn has post- 
poned many planned relocations, they are likely to re- 
bound when the economy begins to improve. 

It is well known that renters move more often than 
homeowners. Less well known is the fact that there is 
considerable tenure switching — from owner-to-renter 
or renter-to-owner. Even less well known is that more 
tenure-switching movers are owners becoming renters 
than vice versa. 

This issue of Research Notes examines which house- 
holds are most likely to move from owners to renters 
and which households are most likely to move into 
apartments specifically. It finds that younger house- 
holds have a high net switch rate into apartments. But 
there is one age group that is even more likely to 
switch to apartments: seniors. 

Among household types, singles are the most likely to 
switch into apartments: single parents also have a de- 
cided net switch rate to apartments. 

Households on the Move 

In 2007 {the latest year for which we have data), 16 
percent of households had moved within the previous 
12 months. There has been little variation in this figure 
since 1997 — the high was 17.8 percent during the 
peak of the housing boom in 2005, while the low was 
15.6 percent in the recession year 2001 . 

Of those households who moved, 52 percent had been 
and remained renters — virtually the same as the aver- 
age of 51 percent since 1 997. Another 1 8 percent had 
been and remained homeowners. That means 30 per- 
cent of movers switched tenure. 

In 2007, more owners became renters (17 percent) 
than renters became owners (1 3 percent). To a smaller 
degree, this has been true over the last decade as 
we!!. The 10-year average shows 16 percent of movers 


switched from owner to renter, and 15 percent made 
the renter-to-owner switch. 

Note the data source, the American Housing Survey 
(AHS), only has the prior tenure information for 93 per- 
cent of households who moved. The other 7 percent 
either split off from previously existing households 
(e.g., children leaving their parents’ homes or a room- 
mate leaving to get married), were recent immigrants 
to the U.S., or did not answer the question. So, al- 
though more movers switched from owner to renter 
than from renter to owner, the homeownership rate 
didn't necessarily decline. 

Even so, the fact that a large number of owners be- 
come renters every year is not widely known, so it mer- 
its some investigation. To do this, we need to analyze 
the data in the “recent mover" file. 

Recent Movers 

Recent movers are defined as households who have 
moved within the prior two years (rather than just last 
year). The AHS captures key demographic, housing, 
and income data about them. Below are tenure data 
abou t recent movers by age grou p. 


Tenure of Recent Movers by Age Group 


Used to rent 

Currently rent 

All movers 

61% 

63% 

Under 30 

71% 

76% 

30-44 

63% 

58% 

45-64 

50% 

53% 

65 and over 

36% 

52% 

Source: NMHC tabulations of the American Housing 

SuA'ey recent movers, 2007. 



Among all households who moved in the previous two 
years, 61 percent had been renters, but 63 percent are 
now renters. Not surprisingly, youngest households 
were the most likely to be renters — both before (71 
percent), and after (76 percent), the move. Households 
In ttie 30-44 year age group were the only group less 
likely to rent after the move than before — many proba- 
bly became first-time homeowners. 
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What may be a surprise is that the age group tfiat In- 
creased its rentership the most is the oldest age group. 
Fully 52 percent of recent movers who are 65 or more 
years old are now renters, though only 36 percent had 
been renters before moving — a net increase of 16 per- 
centage points. The economic recovery might lower 
this figure somewhat, although it will likely remain high. 
While seniors move the least, they are nonetheless 
expected to be the fastest-growing age group over the 
next 1 5 years, making this potentially a very important 
market for the apartment industry. 

The types of households most likely to rent — singles, 
single parents, and “others" (i.e., not a manied cou- 
ple, but also neither a single-person nor single-parent 
household) — are also the households that increase 
their rentership the most when moving. Among single- 
person household movers, 61 percent rented before 
moving, while 73 percent rent after moving. Among 
single-parent households, rentership increases from 69 
percent before the move to 76 percent after. “Other" 
households changed less — from 70 percent renters 
before moving to 74 percent after. 

By contrast, married couples were considerably less 
likely to rent after moving than before; among those 
without children, 49 percent were renters before mov- 
ing but only 40 percent after; for those with children 
rentership fell from 54 percent to 42 percent. 

There is a similar story when we look at whether mov- 
ers live in single-family or multifamily (rental or for sale) 
housing. (Note that due to data limitations, the term 
“muitifamily” in these analyses means units in buildings 
with at least two — not five — units in them.) 


Housing Type of Recent Movers by Age Group 


Formerly 

Muitifamily 

Currently 

Multifamily 

Ail movers 

36% 

43% 

Under 30 

43% 

56% 

30-44 

37% 

37% 

45-64 

29% 

35% 

65 and over 

23% 

42% 

Source: NMHC tabulations of the American Housing 
Survey recent movers, 2007. 


Recent movers are more likely to live in muitifamily 
housing (whether for-sa)e or rental) after moving than 
they were before. Interestingly, this is true of all age 
groups (except among 30-44 year-olds, who are 
equally likely to be in multifamily housing after the 


move as before), But younger (under 30) and older (65 
and over) households are the most likely to switch into 
multifamily housing. 

Singles were also the household type most likely to 
switch into muitifamily housing. Before moving, 39 per- 
cent of single-person households lived in muitifamily 
residences: after moving, the figure was 61 percent. 
Single parents also chose muitifamily more often after 
moving (47 percent) than before (38 percent). Among 
“other” households, 41 percent lived in multifamily 
buildings before moving, but 48 percent did after mov- 
ing. Only 20 percent of married couples with children 
live in multifamily properties after moving, the smallest 
figure for any type of household. 


We can combine these analyses and examine which 
households are most likely to switch into apartments. 


Recent Movers Switching to Apartments 


Former Apt 
Resident 

Current Apt 
Resident 

All movers 

35% 

40% 

Under 30 

43% 

53% 

30-44 

35% 

34% 

45-64 

28% 

32% 

65 and over 

21% 

37% 

Singles 

37% 

57% 

Single parents 

37% 

46% 

Married with kids 

31% 

25% 

Married, no kids 

27% 

19% 

Other 

40% 

45% 

Source: NMHC tabulations of the American Housing 
Survey recent movers, 2007. 


Care must be taken here, as the cross tabulations run 
into the limits of the sample size. Still, a number of 
points stand out. Among households who move, sen- 
iors and singles show the biggest increase in apart- 
ment residence among all households. Younger (under 
30) households and single parents also substantially 
increase their likelihood of renting an apartment when 
they move. Even households headed by a 45-64 year- 
old mover increase their likelihood of living in an apart- 
ment. That means only 30-44 year-olds — along with 
married couples — as less likely to be In an apartment. 


Questions or comments on Research Notes should 
be directed to Mark Obrinsky, NMHC’s Vice Presi- 
dent of Research and Chief Economist, at 
mobrinsky@nmhc.org or 202/974-2329. 
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MORE COMPETmON FROM HOMEOWNERSHIP? 

The sharp drop in house prices over the last two to 
three years has helped cause a surge In popular 
measures of homeownership affordability. The implica- 
tions of that increase are unclear however. Will buyers 
start to return to the single-family and condo markets? 
Will this mean increased competition from the for-sale 
market, with apartment renters moving out in greater 
numbers again? While this trend bears watching, the 
view here is that the housing downturn still has a way 
to go. And that the economy is still a far greater prob- 
lem for apartment owners than homeownership. 

Measuring Affordability 

The most widely cited measure of affordability is the 
National Association of Realtors' Housing Affordability 
Index (HAI). It is calculated as the ratio of median fam- 
ily income to the principal and interest (P&l) payment 
on a median-priced house— with a downpayment of 20 
percent and a maximum of 25 percent of income de- 
voted to the P&l payment. 


Housing Affordability Indexes 



Source: MAR. 


In the first two months of this year, the HAI for all buy- 
ers reached an all-time high of 173. Clearly, by this 
measure, affordability has improved greatly. But it is 
not at all clear what, if anything, that implies for apart- 
ment owners. After all, the big run-up in homeowner- 
ship rates took place from 1995-2005. Yet over that 


period, the HAI — for both first-time buyers and for all 
buyers — was flat or falling. The limitations of the HAI 
are that It leaves the mortgage market out of the pic- 
fejre; It assumes no change in would-be buyers’ ability 
to make a downpayment; and It ignores the cost of the 
other tenure choice, namely renting. 


Buy vs. Rent Premium 



Source; M/PF Yletdstar; Federal Reserve; NAR; NMHC. 


The latter drawback can be remedied simply enough. 
The buy vs. rent premium Is the amount by which the 
monthly payment on a median-priced house nationally 
{including property taxes and insurance) exceeds the 
median national rent for professionally managed apart- 
ments. 

The trend in this chart is somewhat similar to the first: 
the sharp run-up of recent years has been largely un- 
wound. with the premium now down to the 2001 level. 
Nevertheless, it still cost, on average, $313 more to 
buy than rent in the fourth quarter of 2008, well above 
the $271 average for 1 995-2000 when the for-rent and 
for-sale markets were doing well. 

It is more difficult to determine how changes in mort- 
gage underwriting are affecting the for-sale market. 
Looser credit requirements had a lot to do with the 
housing boom, and the return to more traditional un- 
derwriting should reduce mortgage borrowing {for a 
given affordability level or buy-rent premium). We also 
know that downpayment requirements were greatly 
loosened during the housing bubble, but that they are 
back. To gauge how much that affects home buyer 
demand we need to know a great deal about the over- 
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ail wealth {both assets and iiabiiities) of potential buy- 
ers. While there is no time series with such data, the 
Census Bureau produces periodic analyses estimating 
overall affordability that takes into account the buyer’s 
ability to make a downpayment. 

The conclusion of the most recent report (covering 
2002) Is that the ability to make the monthly payments 
plays a very small part in affordability. Only 19 percent 
of those who could not afford a median-priced house 
had sufficient funds for downpayment, but not enough 
income for the monthly payments. 

By contrast, 23 percent could afford the monthly pay- 
ments, but either lacked a downpayment or had too 
much debt. The majority (58 percent) of would-be buy- 
ers priced out of the market had more than one prob- 
lem — that is, they could not afford the monthly pay- 
ment and had either too much debt or insufficient cash 
for a downpayment. 

The figures are even starker for renters; only two per- 
cent were unable to afford to buy solely because they 
could not afford the monthly payments. In other words, 
measures of home buying affordability that only look at 
the monthly payments are missing the main problem, 
and consequently provide only limited information. 

The House Price Effect 

House prices also affect the cost of owning, mainly 
through future appreciation, if house prices are rising, 
the cost of owning is lower; if they are falling, the cost 
of owning goes up. Since we don't know actual appre- 
ciation in advance we must estimate it, for example, by 
using either the most recent year’s appreciation rate or 
the long-run average (around four percent). 


Total Cost of Homeownership 


Thousands 



The chart above offers a comprehensive measure that 
includes the cost of debt and equity, as well as prop- 
erty taxes, maintenance and depreciation, house (or. 
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really, land) price appreciation and tax savings. 
(Economists refer to this as the “user cost" of owner- 
ship. For more on this concept, see the March 14, 
2003 Research Notes .) Using the assumption that this 
year’s appreciation will equal last year’s, the user cost 
clearly fell below the bottom of its usual range and was 
actually negative in 2004 and 2005. That surely helps 
explain the continued surge in demand despite the in- 
creasing cost, at least as shown by some affordability 
measures. 

This also helps explain the stunning drop in current 
homeownership demand: although prospective 
monthly payments have fallen, as has the premium 
over renting, the user cost has shot up to unheard-of 
levels because of negative appreciation. Indeed, the 
2008 figure of $36,976 Is almost four times as high as 
the pre-2005 peak ($9,628). 


House Price to Rent Ratios 

(1992 = 100 ) 



If would-be home buyers continue to expect the near 
future to resemble the recent past, the user cost of 
homeownership may remain elevated for a while. The 
house price-to-rent ratio is a simple gauge of how pric- 
es compare to rents. Both measures shown above — 
based on the more volatile Case Shiller, and the more 
stable FHFA (formerly OFHEO) home price Indexes— 
suggest that prices are still too high relative to rents, by 
anywhere from 10-27 percent. But prices could fall 
more than that. Not only is it possible they will “over- 
shoot," but also with rents failing, the equilibrium price 
is a (downward-) moving target. 

Put differently, as long as prospective home buyers 
expect house prices to continue to fall — or even remain 
flat — they will rightly see the homeownership cost as 
historically high, and probably further delay buying. 


Questions or comments on Research Notes should 
be directed to Mark Obrinsky, NMHC’s Vice Presi- 
dent of Research and Chief Economist, at 
jTTO^ririsk)(;j^nrn^^ 
ill. All Rights Reserved. 
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THE GSEs' HOLE IN ^^lUtTIFAiViiLY FINANCE 

The credit crisis that began in August 200? and the ensu- 
ing financial sector collapse have affected virtually all in- 
dustries. For the apartment sector, it has meant a near 
halt in construction lending and more expensive and 
more restrictive acquisition finance. But our industry has 
one big advantage over the other commercial real estate 
sectors; Fannie Mae and Freddie Mac. Barred by charter 
from the commercial mortgage market, the firms have 
served as a critical liquidity backstop for the apartrrtent 
market. 

it is unclear, however, whether they will be able to supply 
the same degree of liquidity next year because of regula- 
tory mandates that they begin to reduce the size of their 
portfolios in 2010. This issue of Research Notes looks 
back at the role they have played in multifamily finance. 

Background 

Fannie Mae was established as a federal agency in 1938 
and then privatized in 1968 to become a government- 
sponsored enterprise (GSE) with private shareholders but 
a public purpose and responsibilities. Freddie Mac was 
chartered two years later. Although conventional wisdom 
holds that the GSEs were created to make homeowner- 
ship more affordable, that Is not actually listed in their 
charters. Their primary purpose has always been to pro- 
vide liquidity to the mortgage markets — in fact, three of 
the four purposes listed in their charters concern liquidity. 

Both firms began buying multifamiiy mortgages essen- 
tially since the beginning, but in contrast to their single- 
family mortgages, which were largely securitized, both 
tended to hold the majority of their multifamily mortgages 
in their retained portfolios. 

For Fannie Mae, the multifamiiy share of their portfolio 
has risen and fallen in long cycles, never going below 5 
percent, and reaching a high of 28 percent in the third 
quarter of 2008 (latest data available). Freddie Mac's 
multifamiiy portfolio has also cycled higher and lower over 
the years. Currently, more than two-thirds of Freddie’s 
mortgage portfolio is in multifamiiy. 

Both companies do securitize some of their multifamily 
mortgages; however, the multifamily share of their mort- 


gage-backed securities (MBS) is much smaller than the 
multifamily share of their portfolios. Currently, only 4 per- 
cent of Fannie's MBS outstanding are multifamily, while 
for Freddie the share is less than one percent. 

Thus, for Fannie Mae. 53 percent of their multifamily total 
is held in their portfolio; for Freddie Mac, 86 percent of 
tiieir multifamily total is retained mortgages. 

Combined, 62 percent of the GSEs' multifamiiy business 
is retained in their portfolio (vs. 38 percent securitized). 
By contrast, only 7 percent of single-family loans are in 
portfolio (93 percent are securitized). 


GSE Multifamiiy Mortgage Purchases 
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The chart above shows annual combined multifamiiy 
mortgage purchases by Freddie Mac and Fannie Mae 
through 2007. Clearly, GSE activity slowed in the middle 
of the current decade, even as transaction activity 
reached new highs and the CMBS market boomed. Ar- 
guably, that is just what policymakers would want: the 
firms step up when needed, but step back when not. 

The GSEs and Liquidity 

It is worth looking closer to see whether the GSEs have 
provided liquidity when it was needed most. Unfortu- 
nately, there is no reliable data series on multifamiiy loan 
originations, so it is not possible to measure lender 
shares against the GSE share. The Federal Reserve 
data on mortgage debt outstanding (MOO) does, how- 
ever, fill the gap and it confirms the important liquidity role 
of Fannie and Freddie, 
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There are a number of examples that illustrate this point, 
but two will suffice for present purposes. The first exam- 
ple is the "credit crunch” of two decades ago. brought on 
by a combination of overbuilding, revised tax laws, the 
resolution of the savings and loan crisis, tightened regula- 
tion of banks and a moderate recession. 

Over the five years from 1989 through 1993, net multi- 
family mortgage debt actually declined by $10 billion. As 
the chart below shows, this was mainly due to the net 
disinvestment from thrifts {-$43 billion). Some of ftiose 
loans went into the portfolios of banks who took over 
S&Ls and some were packaged into securities by ttie 
Resolution Trust Corporation (RTC). 

In order to dispose of the assets of fatted S&Ls. the RTC 
packaged commercial mortgages into mortgage-backed 
securities, thus becoming an important pioneer in the 
CMBS market and accounting for the $7.4 billion figure 
for CMBS shown below. Ginnie Mae MBS volume was 
essentially flat, while life insurance companies added 
about $3 billion (lumped into the "Other” category below). 

Fannie Mae and Freddie Mac, meanwhile, provided a net 
multifamiiy investment of $9 billion, making them essen- 
tial players in this market. In other words, when the multi- 
famiiy mortgage market was under great stress, the 
GSEs increased their multifamiiy activi^Just as they were 
designed to do. 


Multifamiiy Mortgage Debt 
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The second example of how the GSEs provided crucial 
liquidity to the apartment industry is the current one. This 
time the implosion of the single-family mortgage market — 
brought on by the combination of a bursting housing bub- 
ble and lax (at best) underwriting — combined witti a highly 
leveraged global economy has brought the financial sys- 
tem to a state of near-coilapse. 

For the multifamiiy mortgage market, this has meant the 
drying up of almost alt sources of debt finance, with the 
exception of Fannie and Freddie. In this respect, the 


apartment industry has a big advantage over the other 
commercial real estate asset types, as participants in 
ftiese markets will readily admit. 


Multifamiiy Mortgage Debt 
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The chart above makes the point rather starkly, in the 1 2 
months from October 2007 through September 2008, 
multifamily mortgage debt outstanding grew by $83 bil- 
lion. Of that amount, a staggering $68 billion (82 percent) 
was provided by the GSEs. 

Ginnie Mae provided less than $1 billion, the life insur- 
ance companies less than $4 billion (again included in 
“Other”), and the CMBS market went into reverse, as 
muitifamily CMBS outstanding fell by $8 billion, Clearly, 
withtxit Fannie and Freddie, the apartment industry would 
have been virtually unable to obtain acquisition financing 
or to refinance existing debt. 

Unfortunately, the Fed data do not break out construction 
financing from permanent financing. As a result, the 
GSEs' role may be even greater than shown in the chart. 
Depository institutions provided just under $16 billion in 
funding over this time frame, but this is widely believed to 
be primarily construction finance. If it were entirely con- 
struction lending, it would mean the GSEs were respon- 
sible for all permanent financing, If only half of depository 
lending consisted of construction loans, the GSEs' share 
of permanent lending would be 91 percent. 

This is exactly what the market needed, and exactly what 
Fannie and Freddie were created to do: provide a liquidity 
backstop when the private market either cannot or will 
not. While there may well be other ways to accomplish 
this, surely the starting point for any rethinking of the 
GSEs’ role ought to be: first, do no harm. 


Questions or comments on Research Notes should 
be directed to Mark Obrinsky, NMHC’s Vice Presi- 
dent of Research and Chief Economist, at 
mobrinsky@nmhc.org or 202/974-2329. 
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Apartment vacancy rates diverged this third quarter. The 
U.S. Census Bureau vacancy rate for all rental apartments (in 
buildings with 5 or more units) rose to 13.1 percent, the highest 
figure since the inception of the series in 1968. The MPF Re- 
search national vacancy rate for investment-grade apartmente 
declined slightly to 7,9 percent from last quarter but is sW! 1.7 
percent higher than a year ago. The vacancy rate remained 
the same in the Midwest (7.8 percent) and South (a recwd 
high of 9.2 percent), but edged down 10 bps in the Northeast 
(to 5.9 percent). The vacancy rate fell 50 bps in the West, to 
7,1 percent, a considerable decline from the recent high of 8.1 
percent in 2008Q4. 


Multifamily 
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3Q 
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09 
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08 

Yr Ago 

U.S. - Census 

13.1 

12.1 

1.0 

10.7 

2.4 

U.S. -MPF 

7.9 

8.1 

-0.2 

6.2 

1.7 


Multifamily permits and starts continued their steep down- 
turn: completions also declined this quarter. Permits (5+ 
units in structure) decreased sharply to a seasonally adjusted 
annual rate (SAAR) of 94,700, down 8.4 percent from last 
quarter and a large 65.6 percent drop from a year earlier. This 
is the lowest level on record (since 1959). Starts dropped 
even more precipitously to a SAAR of 84.000. down 19,7 per- 
cent from last quarter and 67,0 percent from a year ago. This 
is also the lowest level on record. And completions de- 
creased to a SAAR of 247,000, down 15.6 percent from the 
previous quarter and 10 percent from a year ago. The declines 
in starts and permits will likely mean larger drops in comple- 
tions in the coming quarters. 


Permits 
(2+ units, 
unadj.) 

3Q 

09 

2Q 

09 

Change 
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3Q 

08 
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Northeast 

4,600 

4,700 

-100 

9.100 

-4,500 

Midwest 

6,500 

4.500 

2,000 

13,900 

-7,400 

South 

12,500 

16.600 

-4,100 

42,700 

-30,200 

West 

6,500 

6.000 

500 

17,500 

-11.000 

U.S. 

30,100 

31,800 

-1,700 

83,200 

-53,100 


Multifamily net absorptions of investment-grade apartments 
tracked by Reis were 10,397 units, up 14,767 from the previ- 
ous quarter, but down 6,054 from a year ago. This is the first 
positive level of absorptions in four quarters. Still, the four- 
quarter trailing net absorptions figure of -52,257 is at its lowest 
level since the second quarter of 2002, 

Multifamily completions in the investment-grade market also 
declined to 21,122 units, down 5,987 from last quarter and 
5,984 from a year ago. For now, completions remain much 
higher than absorptions, which is reflected in higher vacancy 
rates. 


November 2009 
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Apartment rents measured by pubilc and private data 
sources diverged. Same store rents for professionalty man- 
aged apartments trackerJ by MPF Research declined 4.6 per- 
cent this quarter, surpassing last quarter’s record decline of 3.4 
percent. Rents continued to decline in all four regions for a 
fourth straight quarter. The West had the largest decline at -7 
percent, while the Northeast (-2.6 percent), the Midwest (-2.8 
percent) and the South (-3.3 percent) experienced smaller de- 
clines. Regional rent growth declines set records except in ttte 
Northeast. By contrast, the CPi nsnt index, wrhtch covers ail 
rental housing, rose 2.0 percent, still positive but foe lowest 
rate of annual growth since 1968. With overall inflation nega- 
tive, real rent grew by a larger amount, namely 3.6 percent. 
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in the apartment transaction market, volume rose slightly in 
the third quarter to $3.6 billion, up 12.1 percent from foe prior 
quarter but still down 64.2 percent from last year’s level, and 
stii! far below mid-decade levels. Apartment prices fell fur- 
ther. The average price for properties sold in the third quarter 
of 2009 (tracked by Real Capital Analytics) was $78,709 per 
unit, down 9.7 percent from the previous quarter and a striking 
30,5 percent drop from last year. This was the fifth straight 
quarter of declins and the lowest average price since the sec- 
ond quarter of 2004. The market value of investment-grade 
apartiaents in the National Council of Rea! Estate Investment 
Fiduciaries’ (NCREiF) database also ctontinued to decline in 
foe third quarter, falling 4.3 percent from the previous quarter 
and 27,0 percent from last year. The cap rate increased to 7.1 
percent. 

New Apartment Absorptions 

Absorption rates for newly completed apartments have 
dropped to the lowest levels since data started being collected 
in 1989. Census Bureau data show that in foe first quarter of 
2009 (latest data available), only 52 percent of newly com- 
pleted apartments were leased up. Although this was an im- 
provement from the 45 percent figure of the previous quarter, 
the . series is generally too volatile to read much into quarter-to- 
quartar changes. 

For that reason, it’s helpful to look at the trailing 12-month av- 
wage (using not seasonally adjusted data). By that measure, 
50 percent of 2009Q1 new apartments were leased, the same 
as the previous quarter and a record low. The historical aver- 
age for foe series is a 67 percent iease-up rate. Similarly, the 
6-month absorption rate (also on a trailing 12-month average 
basis) was 68 percent, also a record low and well below the 
series averse of 84 percent. The Absorption chart shows just 
how challenging the current decade has been for new apart- 
ment lease-ups. After fairly steady absorption rates in foe 
1990s. lease-up rates have fallen for most of the decade, inter- 
rupted only by a partial rebound from 2003-05. 


U.S. Rent Inflation 

annual rate 



Apartment Transaction Volume 



Source: Real Capital Analytics. 



Questions or comments on Market Trends should be directed to Dr. Mark Obrinsky, NMHC's Vice 'President of Research and Chie'f 
Economist, at mobrinskv@nmhc.ora . Web sites of organizations providing data used irt this issue are: www.mpfresearch.com {MPF 
Research); www.reis.com (Reis): global-rcanalytics.com (Rea! Capital Analytics): www.ncreif.org (NCREIF); wvw.census-gov (U.S. 
Census Bureau); and www.bis.gov (U.S. Bureau of Labor Statistics). Some data providers revise prior figures on an ongoing basis; as 
_su^ch, figtires and percentage changes reported may be ina?nastont across newsletters. 
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Apartment vacancy rates were at record levels tn the sec- 
ond quarter. The U.S. Census Bureau vacancy rate for ail 
rental apartments (in buildings with 5 or mwe units) rose to 

12.2 percent, the highest on record {going back to 1968). The 
M/PF Research national vacancy rate for invesUnent-grade 
apartments was 8.1 percent, the same as the revised first 
quarter figure and also an all-time high (though this series only 
goes back to 1993). The vacancy rose slighUy in the South to 

9.2 percent, remained steady in the West at 7.7 percait, aid 
declined slightly in the Northeast to 6.0 percent and in the 
Midwest to 7.8 percent. The figure for the South was a reoird; 
it was also the 10th straight quarter in which the highest re- 
gional vacancy rate was in the South. 
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Multifamily permits and starts continued their steep decline 
while completions increased this quarter. Permits (5+ unrts 
in structure) decreased sharply to a seasonally adjusted an- 
nual rate (SAAR) of 101,700, down by 32.1 percent from last 
quarter and by 72.1 percent from a year earlier. Having 
dropped for nine consecutive quarters, this is the lowest level 
of permitting on record (since 1959). Starts declined nearly as 
dramatically to a SAAR of 108,000, down by 28.2 percent from 
last quarter and by 67.1 percent from a year ago. This was the 
second lowest figure on record. In contrast, completions in- 
creased to a SAAR of 293.000, up by 16,0 percent from the 
previous quarter and 24 percent frcari a year ago. Completions 
have yet to reflect the downturn in permits and starts. 
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Multifamily net absorptions of investment-grade apartments 
tracked by Reis were 888, up 40,786 from the prericHJS quar- 
ter, but down by 9,959 from a year ago. Since the bulk of new 
leasing activity occurs during the second and third quarters, 
such a slim net absorption is a sign of real weakness in apart- 
ment demand. The four-quarter trailing net absorptions figure 
of 41,118 is at its lowest level since the 3rd quarter of 2002. 
Multifamily completions in the investment-grade market also 
declined slightly to 22,696, down 1,973 from last quarter and 
5.858 from a year ago. However, completions have rmt de- 
clined nearly as rapidly as net absorptions. 


August 2009 
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Apartment rents measured by public arid pnvate 
sources continued to diverge widely. Same stca-e rents for 
professionally managed apartments tracked by M/PF Researcrfi 
declined by 3.4 percent, the biggest decline on record. R^ts 
continued to decline in all four regions for a second straight 
quarter. (Note that since overall inflation was negafive in ttte 
quarter, the “real" rent decline was smaller at -2.2 pert^t.) 
The West had by far the largest decline at -6.5 pwt»nt, wrtiiie 
smaller dedines w^e posted in the Northeast (-2.1 percent), 
the Midwest (-1.8 percent), and the South {-2.0 percent). In 
contrast, the CPI rent index, which covers ail rerriaJ housing, 
not just apartments, rose by 2.9 percent in the second quartw. 
This was the lowest such increase in over four years. Caused 
with the negative inflation of the quarter, however, “re^” rent 
actually rose by a startling 4, 1 percent, the highest in ^ y^rs. 
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In the apartment market, transaction volume rose sHghHy in 
the second quarter to $2.8 billion, up by 42.5 percent from the 
prior quarter but stilt down 71.9 percent from a y^r ago and 
near the record low. Apartment prices fell further. The av- 
erage price for properties sold in the second quarter of 2009 
(tracked by Real Capital Analytics) was $85,407 per apart- 
ment unit, down by 3.1 percent from the previous quarter and 
by 8.2 percent from last year. This was the fifth straight quar- 
ter of decline and the lowest average price since the 2nd quar- 
ter of 2004. The market value of investment-grade apartments 
in the National Council of Real Estate Investment Fidudaries’ 
(NCREIF) database continued to decline in the second quarter, 
falling by 6.4 percent from the previous quarter and by 24.8 
percent from last year. The cap rate remained at 6.8 percent. 

Multifamiiy Mortgage Debt 

Multifamily mortgage debt grew by only $6.1 billion in the first 
quarter of 2009, a drop of almost 60 percent frcm the year- 
earlier level and the lowest such figure in more than 11 years. 
Over the most recent four quarters, mortgage credit increased 
by $46.4 biliion, a moderation after the run-up to an all-time 
record of $98.9 billion just five quarters ago. While the decline 
mainly reflects the sharp drop in transadions acfivity. the 
changed landscape of mortgage lending has also played a 
role. In particular, the CMBS market remains dmnant, and 
portfdio lenders are generally providing limited credit. As a 
result, Fannie Mae and Freddie Mao— whidi have continued to 
lend — have become the key pillars in multifamily mortgage 
credit. From the fourth quarter of 2007 through the first quarter 
of this year (latest data available), the GSEs were responsible 
for 92 percent of the net inCTease in mortgage credit to the 
apartment industry. (Note: On the accwnpanying chart, 
“banks" refers to thrifts as weli as commercial banks.) 
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Questions or comments on Market Trends should be directed to Dr. Mark Obrinsky. NMHC's Vice President of Research and Chief 
Economist, at mobrinskv@nmhc.orq . Web sites of organiiralions prowding data used in this issue are: www . mDfresearch.com (M/PF 
Research); vv wvy.rejs-com. (Reis); giobal.rcanaiytics.com (Real Capital ^lytics); www.ncfeif.or a (NCReF); www.census.oov (U.S. 
Census Bureau); and wvyw.bis.qov (U.S. Bureau of Labor Stetistics). Some data p'oviders revise prior figures on an ongoing basis; as 
such, figures and percentage changes reported may be inamsist^t across newsletters. 
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!n the first quarter of 2009, apartment vacancy rates did not 
trend consistently. The U.S. Census Bureau vacar>cyrate for 
ail rental apartments (in buildings with 5 or more units) rose to 
11.5 percent, the highest vacancy rate since the 4U> quarter of 
2004. The M/PF YieldStar national vacancy rate for invest- 
ment-grade apartments decreased slightly this quarter to 7.6 
percent. While the vacancy rates rose in the South to 9.1 per- 
cent. the highest in nearly a decade, and in the West to 7.7 
percent, these increases were more than offset by declines in 
the Midwest (to 7.9 percent) and the Northeast (to 5.0 percent). 
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Multifamity permits, starts, and completions all declined this 
quarter. Permits (5+ units in structure) decreased to a sea- 
sonally adjusted annual rate (SAAR) of 153,700, down by 20.1 
percent from last quarter and by 48.9 percent from last year. 
This is the lowest level since the second quarter of 1993, and 
reflects declining activity in all regions of the country. Starts 
declined for a third straight quarter to a SAAR of 145,700. 
down by 21,5 percent from last quarter and by an even larger 
51.7 percent from a year ago. Completions declined to a 
SAAR of 241 .700, down 20,4 percent from the previous quarter 
and 17,1 percent from a year ago. Since completions lag 
starts by several quarters, they have not yet shown the steep 
drop seen in permits and starts, but surely will do so soon. 


Permits 
(2+ units, 
unadj.) 

IQ 

09 

4Q 

08 

Change 
Last Qtr 

IQ 

08 

Change 

Year 

Ago 

Northeast 

4,500 

6,200 

-1,700 

10,100 

-5.600 

Midwest 

5,100 

6.300 

■3,200 

9,200 

-4.100 

South 

18,700 

23,100 

■4,400 

39,600 

-20,900 

West 

9,600 

14.200 

-4,600 

19,200 

-9.600 

U.S. 

37,900 

51,800 

-13,900 

78,100 

-40,200 


Muitifamily net absorptions of investment-grade apartments 
tracked by Reis were -32,095 in the first quarter, a further ero- 
sion of 19,558 from the previous quarter, and a drop of 28,700 
from a year ago. This is the lowest level of net absorptions in 
three years. The trailing four-quarter sum showed net absorp- 
tions of -18,270, the lowest figure since the third quarter of 
2002, Muitifamily completions in the investment-grade mar- 
ket also declined to 22,833, down 7,938 from last quarter but 
just 122 lower than a year ago. The trailing four-quarter sum 
was essentially unchanged from last quarter and does not yet 
reflect the slowdown in new construction permits and starts. 
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Apartment rents measured by public and private data 
sources diverged widely. Same store rents for professionally 
managed apartments tracked by M/PF YieldStar declined by 
2.8 percent, the biggest decline in at least 15 years. For the 
first time since the third quarter of 2003, rents declined in all 
four regions. The Northeast and West had the largest declines 
(-6.1 percent and -3.8 percent, respectively), while dadines in 
the Midwest and South were more modest (-0.7 percent and 
-0.6 percent, respectively). In contrast, the CPI rent index, 
which covers all rental housing, not just apartments, increased 
in the fourth quarter by 3.3 percent, the lowest in three years. 
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in the apartment market, transaction volume continued to 
plummet in the first quarter to an anemic $1.8 billion, down 61 
percent from the prior quarter and 86 percent from a year ago. 
This is the lowest level of transaction volume since at least 
2001 . Apartment prices rose slightly but remain below last 
year’s levels. The average price for properties sold in the first 
quarter 2009 (tracked by Real Capital Analytics) was $89,250 
per apartment unit, up 2.1 percent from the previous quarter 
but down 8.9 percent from a year ago. The market value of 
investment-grade apartments in the National Council of Real 
Estate Investment Fiduciaries’ (NCREIF) database continued 
to decline in the first quarter, falling 9.9 percent from the previ- 
ous quarter and 11.4 percent from last year. These were each 
record-setting declines. The cap rate remained at 6.8 percent. 

Condo Construction 

In 2008, multifamily (2+) condo starts and completions both 
continued their decline. Nationwide, starts were down 43 per- 
cent from 2007 and 57 percent from their peak in 2006, The 
West, Midwest and South all recorded more than 50 percent 
drops. The Northeast led the regions with 29.000 units started; 
the Midwest recorded the lowest level at 8,000 units. 

Completions, on the other hand, were down just 13 percent 
from 2007 totals, but at 101,000 units they were not notably 
lower than their five-year average of 103,000 units. Having 
recorded a high level of starts earlier in the decade, the South 
led the other regions in 2008 annual completions at 36.000. 
However, that was a 38 percent drop from its 2006 peak. The 
West overtook the Northeast in condo completions for the sec- 
ond year in a row, while completions in the Midwest remained 
slightly above their five-year average at 17,000 units. 


U.S. Rent Inflation 
annual rate 



Apartment Transaction Volume 



Source: Real Capital Analytics. 



Questions or comments on Market Trends should be directed to Dr. Mark Obrinsky, NMHC's Vice President of Research and Chief 
Economist, at mobrinskv@nmhc.orQ . Web sites of organizations providing data used in this issue are; www.yieldstar.realpage.com 
(M/PF YieldStar): www.reis.com (Reis); globai.rcanalylics.com (Real Capital Analytics): www.ncreif.org (NCREIF); www.census.gov 
(U.S. Census Bureau); and www.bls.gov (U.S. Bureau of Labor StatisUcs). Some data providers revise prior figures on an ongoing ba- 
sis; as such, figures and percentage changes reported may be inconsistent across newsletters. 
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In the fourth quarter of 2008, apartment vacancy rates 
increased. The U.S. Census Bureau vacancy rate for all rental 
apartments (in buildings with 5 or more units) rose to 10.8 
percent. This is also the average vacancy rate for the year and 
the highest average vacancy rate since 2004. The M/PF 
YieidStar national vacancy rate for investment-grade 
apartments increased sharply to 7.8 percent, the second 
highest vacancy rate since 1993. Mirroring the national 
vacancy rate, the M/PF YieidStar regional vacancy rates rose 
too. The highest vacancy rate was in the South (8.5 percent), 
followed by the Midwest (8.0 percent), the West {7.3 percent), 
and the Northeast (6.2 percent). 
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Continuing the previous quarter’s trend, multifamily petTnits 
and starts decreased while multifamily completions 
increased in the fourth quarter. Permits (5+ units in 
structure) decreased to a seasonally adjusted annual rate 
(SAAR) of 192,300, the lowest quarterly permitting level in 
nearly 16 years. For 2008, permits totaled 290,:K)0, the lowest 
since 1996. Starts declined sharply for a second straight 
quarter to a SAAR of 180,300, down by 29.6 percent from last 
quarter. For the year, starts slipped to their smallest level since 
1995. Completions increased to a SAAR of 299,700, up by 
9,8 percent from the previous quarter. This is the first quarter 
since 1991 that the level of completions has exceeded that of 
starts and permits. For the year, completions reached 275,000. 
an 8.3 percent increase over 2007, but just under the average 
for the past 10 years. 


Permits 
(2+ units, 
unadj.) 

4Q 

08 

3Q 

08 

Change 
Last Qtr 

4Q 

07 

Change 

Year 

Ago 

Northeast 

6,200 

9.300 

-3,100 

16.200 

-10,000 

Midwest 

8,300 

12,900 

-4,600 

12.700 

•4,400 

South 

23,100 

39,200 

-16,100 

40,800 

-17,700 

West 

14,200 

17,000 

-2,800 

25,400 

-11.200 

U.S. 

51,800 

78,400 

-26,600 

95,100 

-43.300 


Multifamily net absorptions of investment-grade apartments 
tracked by Reis were -13,160 in the fourth quarter, a further 
sign that the sharp drop in employment in the late fall and 
winter has begun reverberating throughout the apartment 
industry. That brought absorptions for the year down to 7,011; 
although positive, this was well below the previous year’s 
figure of 98,203. Multifamily completions in the investment- 
grade market rose slightly to 24,226; that's up 1,583 from the 
previous quarter but down 6,480 from a year ago. For the year, 
completions reached 96,796, not much changed frcwn the level 
of the prior four years. 


February 2009 



U.S. Multifamily Permit Issuance, 
Starts and Completions 
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Source; Census Bureau. 
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Apartment rents measured by both public and private data 
sources did not trend consistently. Same store rents for 
professionally managed apartments tracked by M/PF YieldStar 
declined by -0.3 percent, the first decline since the third quarter 
of 2003. This slight national decline reflected the effect of 
negative rent growth in the West (-1.7 percent) and Nortiwast 
(-0.1 percent), while rents increased in the Midwest {1.1 
percent) and South (0.2 percent). Stiil, inflation-adjusted rent 
growth was negative in all four regions. The CPI rent index, 
which covers ail rental housing, not just apartments, increased 
in the fourth quarter by 3.7 percent. 


M/PF “same 
store” rent (ann, 
Chq., %) 

4Q 

08 

3Q 

08 

2Q 

08 

IQ 

08 

4Q 

07 

Northeast 

-0.1 

2,3 

2.3 

4.1 

3.4 

Midwest 

1.1 

2.4 

2.1 

3.3 

2.8 

South 

0.2 

16 

2.1 

2.5 

2.6 

West 

-1.7 

1.3 

2.7 

4.4 

4.9 

U.S. 1 

-0.3 

1.7 

2.3 

3.4 

3.5 


in the apartment market, transaction volume continued to 
decline in the fourth quarter to $4,6 billion, down by 53.3 
percent from the third quarter. For the year, total vc^ume 
decreased to S37.6 billion, off by 61.7 percent from 2007 and 
the lowest since 2004. Apartment prices fell for the ttiird 
straight quarter. The market value of investment-grade 
apartments in the National Council of Real Estate Investment 
Fiduciaries' (NCREiF) database declined in the fourth quarter 
by 9.5 percent from the previous quarter and by 11.4 percent 
from last year. These were each record-setting declines. 
Among apartment transactions monitored by Real Capital 
Analytics, the average price for properties sold in the fourth 
quarter 2008 was $87,164 per apartment unit, down 23 
percent for the quarter and 13.8 percent from last year. At 6.8 
percent, the average cap rate rose by 30 basis points from the 
previous quarter to the highest level since 2004. 

Apartment Investment Returns 

Not surprisingly, the economic downturn has taken a toil on 
apartment investment returns. According to the National 
Council of Real Estate Investment Fiduciaries, total unlevered 
returns on privately held apartments were -7,0 percent in 2008, 
the worst performance in the 20-year history of the NCREIF 
apartment index. Adjusted for inflation, the total return to 
apartments was -10,8 percent, also the worst on record. 
Returns to all real estate asset types were not much better at 
-6.5 percent. No asset type registered positive returns: hotels 
turned in the worst performance at -9.4 percent, white retail 
performed the best at -4,1 percent. 

In the public markets, however, apartment REITs outperformed 
the other REiT asset classes. Last year, the total return to 
apartment REITs was -25 percent, compared to -41 percent for 
office REITs, -48 percent for retail REITs, -60 percent for 
lodging REITs and -67 percent for industrial REITs. 
Apartments were the only real estate asset class to outperform 
the overall stock market; as measured by the S&P 500, the 
total return to stocks was -38 percent. 



Apartment Transaction Volume 



2001 2002 2003 2004 2005 2006 2007 2008 
Source: Real Capital Analytics. 



Source: NCREiF: BLS; NMMC. 


Questions or comments on Market Trends should be directed to Dr. Mark Obrinsky, NMHC's Vice President of Research and Chief 
Economist, at mobrinskv@nmhc.orQ . Web sites of organizations providing data used in this issue are: www.yieldstar.realpage.com 
(M/PF YieldStar); www.reis.com (Reis); global.rcanalytics.com (Real Capital Analytics); www.ncreif.org (NCREiF); www.census.gov 
(U.S. Census Bureau); and www.bis.gov (U.S. Bureau of Labor Statistics). Some data providers revise prior figures on an ongoing 
basis; as such, figures and percentage changes reported may be inconsistent across newsletters. 
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February 24, 2010 


Chairwoman Nydia Veiazquez 
U.S. House of Representatives 
House Financial Services Committee 
2129 Rayburn House Office Building 
Washington, DC 20515 

Dear Congressman Frank and Congresswoman Velazquez: 


Chairman Barney Frank 
U.S. House of Representatives 
House Small Business Committee 
2361 Rayburn House Office Building 
Washington, DC 20515 


As the president and owner of Southaven Pontiac Buick GMC in Southaven, Mississippi and the president of 
the General Motors Minority Dealers Association (GMMDA) in Southfield, Michigan, I would like to present 
some very critical issues to you as it relates to the survival of auto dealers, our continuing fight to secure loans 
needed to operate our dealerships and the dismal state of affairs of the minority dealer body in America. 


As you are well aware, owners and operators of automotive dealerships, like the manufacturers, have fallen 
victim to the devastating effects of last year’s worldwide financial crisis and distressed credit markets. The 
disappearance of liquidity in credit markets has continued to cripple numerous dealerships nationwide and 
threatens to further weaken even more communities where we operate. As noted by the Michigan 
Congressional delegation, "there is no single segment of America’s economy that is more critical to the 
financial well-being of millions of Americans than the automotive industry." With the continued depressed 
credit markets, financing continues to be extremely limited for dealers, even today, to purchase inventory and 
pay employees. Without moves to assist distressed dealerships, these conditions will continue to dramatically 
weaken vehicle sales and add greater risk not only for auto manufacturers, but the broader network of dealers, 
suppliers, vendors, and other peripheral businesses that provide goods and services to America. 


Despite the enormous governmental support provided to banks and financial institutions and the expansion of 
the size standards and guarantees under the SBA 7(a) loan program, countless dealers, including myself, have 
yet to secure a single loan to help us keep our dealerships open. Personally, I have been turned down by a 
total of ten (10) banks and financial institutions despite my stellar 10+ year career as a GM dealer and 
recognition as one of the top certified-used vehicle GM dealerships in the country. My challenge is not finding 
a program that my dealership qualities for, like the SBA 7(a) loan program, the problem lies with the 
unwillingness of the SBA approved lenders to agree to underwrite a loan for my dealership. Many of the banks 
that turned down my request for a loan are the very same banks that received financial support from the 
government under the federal stabilization program. While there is no question that the American auto industry 
has been tainted by the historic auto manufacturer bankruptcy filings, negative reports of financial 
mismanagement and continual financial tosses, the true victims are the auto dealers who have no access to 
secure the desperately needed loans and other financial support to sustain their dealerships. 
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It is true that Congress provided the Treasury and the Federal Reserve with an array of important powers and 
authority to be used to stabilize financial and capital markete and restore equilibrium to the nation’s economy. 
Although understanding the intent behind this action, the reality is that very few dealers have yet to benefit 
from this activity. The same financial and credit markets crisis that caused Chrysler, Chrysler Financial, 
General Motors and GMAC to seek and receive bililons of dollars from the U.S. government has led to 
significant deterioration in the financial health of dealerships. Unfortunately, many of the nation’s auto dealers 
have impaired cash positions and weak balance sheets which have resulted in negative decisions being made 
by GMAC and other banks and financial institutions not to provide the requested loan assistance. This 
continued action will force even more auto dealers out of business since floor plan loans and working capital 
loans are essential for a dealers’ survival. 

Our association’s leadership has worked collectively with leaders from other dealer associations across the 
country in an effort to obtain the appropriate financial and equitable relief needed to assist dealers over the 
past 18 months. From participating in a meeting with President Obama and the top White House 
Administration representatives in June 2009, a meeting with SBA executives in May 2009, a meeting with 
senior level GM executives and a representative from the U.S. Treasury Department in July 2009 and 
countless congressional hearings and meetings where representatives and dealers provided testimony about 
the dire situation for dealers, we have yet to receive the desperately needed and requested relief. Accordingly, 
we are left to believe that we have exhausted all possible avenues for securing the support needed to keep our 
dealerships alive. Thus, we are appealing to you for your Immediate intervention and help. 

FACT: GMAC IS THE PRIMARY FINANCIAL RESOURCE FOR APPROXIMATELY 80% OF THE GM 
MINORITY DEALERS. 

As it relates to the subject of minority auto dealers, while General Motors and Chrysler have received 
enormous financial assistance from the government, most if not all, minority-owned dealerships lack the legacy 
wealth and financial stability to secure financial assistance to sustain their businesses. As a result, many of 
them are forced to close their dealerships at alarming rates. Additionally, the rejected and terminated minority 
dealers have been deprived of their franchise agreements without fair compensation and due process. As you 
know, many dealers were forced to sign onerous and oppressive documents giving up their franchise rights 
and privileges that they are rightfully entitled to. The end result will be an extremely small number of minority 
dealerships that will be afforded the opportunity to continue on with the new GM and Chrysler companies: thus, 
ending 30+ years of advocacy efforts to ensure that ethnic minorities are given a fair and equitable opportunity 
to own dealerships. 

While the auto manufacturers have made efforts to increase the number of ethnic minority owned dealerships 
over the years, the grim reality is that ethnic minority dealer ownership represents less than 3% of the entire 
dealership base in the United States. Currently, GM’s minority dealers make up less than 4% of the entire GM 
dealer network, however, 19% of the minority dealers were recently terminated by General Motors in their 
effort to “right size” and restructure the company. Chrysler had minority dealer representation of less than 5%, 
but rejected 20% of their minority dealers. These rejected and terminated minority dealers serve as 
tremendous assets to their communities through skilled professional employment opportunities, substantial tax 
base for their local municipalities and ongoing financial support to community-based organization and groups. 

During a hearing on November 19, 2008 before the United States Financial Services Committee entitled 
"Stabilizing the Financial Condition of the American Automotive Industry”, Congressman David Scott presented 
a direct question to all the presidents of the automotive manufacturers. “We need to make sure that if we give 
you this money that you would ask either the president or SBA director would declare ethnic minority disaster 
loans under the current SBA authority. If we do those things, we would be helping more directly, not only the 
overall industry, but I would like to ask that if each of you would just simply nod your head and say yes that you 
would support getting capitalization and available capital to dealers?” In reply, all of the manufacturer 
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representatives on the pane!. G. Richard Wagoner, Alan Muiialy and Robert Nardelli, replied “y^s”. 
Nevertheless, no action whatsoever was taken by either of these individuals on behalf of the auto dealers as 
noted in their recorded testimony. 

While the following list is not exhaustive, I would recommend that Congress consider these recommendations 
to help preserve and maintain American auto dealers and the communities that we serve: 

1. Take immediate action to require that GMAC, and any bank or financial institution that received 
government funding under the TARP program or other federal stabilization program last year be required to 
approve a reasonable number of working capital and floor plan loans for auto dealers; 

2. Request that the Treasury Department Implementation the creation of a new, limited Commercial 
Paper Funding Facility (CPFF) to complement the Federal Reserve's existing credit facilities to help provide 
liquidity directly to distressed automotive dealership owners and operators; 

3. Establish a comprehensive automotive industry restoration package that will also provide distressed 
automotive dealership owners and operators access to direct funding that would accommodate their credit 
needs; 


4. Request that President Obama sign an Executive Order to implement a direct loan program under 
the SBA, premised on the Emergency Dealer Assistance Program that President Jimmy Carter enacted in 
1980 to assist auto dealers with securing loans without having to rely upon the approval of banks and financial 
institutions; 


At a minimum, the implementation of these recommendations above would ensure that the United States 
continues to safeguard the economic rights of manufacturers, dealers, and consumers. Additionally, these 
recommendations would assist in facilitating the revitalization of American economic prowess and the 
sustainability of our country as we move forward into the bright future that ties ahead. I welcome the 
opportunity to join together with you and other members of Congress in developing an urgent plan to assist the 
auto dealers in America. Lastly, I trust that you and your fellow members of Congress will give immediate care 
and attention to the traumatic plight of the auto dealers and dealerships who sit at the foundation of this 
industry. 

Thank you in advance for your time, attention and consideration. Please feel free to contact me directly at: 
(901 ) 553-3084 or via email at: souDont@aol.com 


Sincerely, 




Henry A. Ware 
President 

Southaven Pontiac Buick GMC 
GM Minority Dealers Association 


Enclosure: Summary of Testimony from Congressman David Scott dated 1 1/19/08 
cc: Rep. Travis Childers 
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March 22, 2010 


Rep. Scott Garrett, New Jersey 
137 Cannon House Office Bldg. 
Washington, D.C. 20515 


Dear Rep. Scott Garrett: 

Job creation is priority No.l to restoring the American economy. Everyone from the President, to 
Congress to the man and woman on Main Street understands that the health of the nation’s 
economy hinges on creating a business environment that grows jobs. 

From my vantage point the biggest impediment to job growth is the credit crunch. Last year 
lending across the U.S. economy contracted 7.4 percent, the biggest such drop since 1942, 
according to the FDIC. The Treasury Department estimates that $1.5 trillion in lending 
evaporated last year. 

As one business owner put it; “capital is the oxygen we need to survive and thrive, but the air out 
here is pretty thin at the moment,” 

In order to breathe life into the economy ways must be found to boost lending to businesses of all 
sizes now. 

My company, Metro Funding Corp., a private commercial real estate lender headquartered in 
New Jersey, is very much “in the lending business”. We specialize in immediate and creative 
financing solutions and have already lent $75 million nationwide. Many of our loans went to 
business owners who were unable to receive funding elsewhere. 

For example, we recently provided a York, PA businessman with a $1.4 million loan on land for 
a construction project. The property was approved by HUD for 308 low-income residential units 
for seniors, yet, no one else would give the borrower, who has a excellent track record of 
constructing and renovating residential units, an acquisition loan. 

In another instance, we loaned $1 .25 million to help a family-run fabric dyeing plant in New 
Jersey expand. The company, with more than 20 years of experience had secured several 
contracts for new business, including the production of American flags and needed additional 
operating capital. Metro Funding Corp. stepped up to the plate to help this borrower when 
several larger lenders passed. 


ONE KALISA WAY • SUITE 310 • PARAMUS, NEW JERSEY 07652 
TEL: (201) 262-6360 • FAX: (201) 262-6910 • www.metrofundingcorp.com 
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Despite urging by President Obama the executives of the nation’s biggest banks have been slow 
to free up credit. Nationally, only 40 percent of businesses received their entire loan request 
granted in 2009, according to a recent study by the National Federation of Independent Business, 

In 2006, that number was 90 percent. 

At a time when larger banks are seeking profits by providing fewer loans for larger amounts to 
larger companies rather than more loans for less money to medium and smaller businesses, we 
must make it easier for business owners to turn to smaller lenders to meet their needs. 

Karen Mills, head of the Small Business Administration was recently quoted as saying: “There’s 
a big gap in access to credit for small finns now, and it’s a huge problem.. .We have a sense that 
the banks are not back to lending the way that they need to be, going forward.’’ 

However, asset-based lenders like Metro Funding Corp. are making loans to businesses of all 
sizes, particularly to companies that don’t have the credit ratings, track record or frankly, the 
luxury of time to pursue capital from traditional large lenders. 

At Metro Funding we recognize the fact that each loan presents unique circumstances and 
therefore w'e place emphasis on innovation and efficiency, while working closely with clients to 
ensure project fimding. 

Because asset-based lenders focus on collateral, rather than credit-worthiness, we do deals that 
more traditional lenders shy away from. 

In 2008 asset-based lending, excluding mortgages, grew by 8.3% to almost $600 billion, 
according to the Commercial Finance Association, an industry trade group. The numbers are not 
yet in for 2009, but preliminary surveys undertaken by CFA show double-digit percent increases 
in lending. In comparison, conventional lending in 2009 dipped by nearly 40 percent. 

At Metro Funding Corp., we are now finding ourselves servicing clients that we traditionally had 
not seen before. These clients have solid track records with extensive business experience and 
present very low risk to a lender. In a normal business climate these business owners would turn 
to their traditional local lenders for financing, but local banks just aren’t lending. 

I believe that it is critical to ensure that small banks and commercial lenders who are actually 
making loans to businesses can more readily access capital. Commercial lenders, such as Metro 
Funding Corp., want to make business loans but don’t have the access to capital at the moment. 
With adequate access to capital we can speed up and expand our lending to large, medium and 
small businesses and do our part to help put the U.S. firmly on the road to economic recovery. 

Giving lenders who lend, such as ourselves, direct access to much needed capital is the only way 
to revive the lending market and is critical to the successes of the Administration’s efforts to 
solve our current economic crisis. 


ONE KALISA WAY . .SUITE 310 • PARAMUS, NEW JERSEY 07652 
TEL: (201) 262-6360 • FAX: (201)262-6910 • www.metrofundingcorp.cora 
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It is my sincere hope that a way is found to free up capital for small banks and commercial 
lenders as soon as possible. 



David Hecht, President 
Metro Funding Corporation 


ONE KALISA WAY • SUITE 310 • PARAMUS, NEW JERSEY 07652 
TEL: (201) 262-6360 • FAX: (201) 262-6910 • www.metrofundingcorp.com 
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Dear Sir, 


Myjiame is Paul Floyd Jr, of San Bejiiio, Texas, f fanm in the Rio Grande VaJley and I am very 
coDcented about my farming (^ration. Banks are not vvranting to make any farm loans. ! have tried sevo^ 
banks and losm institutions and have been tamed down. Some will not ev«i offer a loan appilcation once 
they know that want a ferm loan. Planting time b» almosi here and no fertilizer has been put down yet 
because there is no money to cany on with business. Sir. if there \sae any sug^stions, or any help please fet 
me know. I have several friemJs vrfio farm in the Valley and are in the same position. Thank you. 

Paul Floyd Jr. 

San Benito, Tx 

Fanning since 1976 

Age 50 

J4nuary2S, 2010 

\3\ 6 K; IjO'^ <'?£)• 

3S3Z[ 
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T-185 P-OOO/OOS F-831 


Sonia Anciso 

4426 S. McCol! Rd. Suite 1 
Edinburg, TX 78539 

January 2, 2010 

Representative Ruben Hinojosa 
2864 W, Trenton Rd. 

Edinburg, TX 78539 


Dear Congressman Hinojosa, 

My name is Sonia Anciso, for many years now i have done business in the Rio Gianjde 
Valley as a small business owner. My latest business ventures to assist the elderly 
community have been True Life Home Health and Ergo Mediq, Ltd. 

I am writing to ask your assistance to deal widr a problem relating the difiSculty to secure 
small business loans. I’ve talked to small business owners across Hidalgo County who 
want to grow and add jobs but cannot becau.se they do not have access to loans at 
reasonable terms. Providing small businesses with access to secure loans is the key Ito 
creating more jobs. Supporting small businesses and reducing the national debt should be 
the top priorities right now. 

Please contact me if you require further information. I hope you will see fit to devote 
some time to this matter, and that something can be done to assist small business owners. 
If you have questions, you can reach me at (9561-212-8005. 

I thank you for your tune and your attention. 



Local Small Business Owner 
True Life Home Health/Ergo Mediq 
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From: REY CONTRERAS (bBlch@sejaiuc.com) 
To; adriandelossanfos@sbcglobaljiet 
Bare: Tue, Febr^ 2, 2010 12:07:16 PM 
Subject; Hardship Letter 


Rey Contreras 
801 N. 11th St 
Donna. Texas 78537 

This letter is to convey the situation that I am personally in economically 
due to the economic dovAmium. As a result of the extended economic situation 
my farming and distribution business has taken a downtom f nancialty. 

\Afith the ^tuation at hand it has become a hardship to ^miiy, the Arming 
operation as well as our distribution business. Ftnanang has become very 
difficult to non-exsistent due to this economy^t the mon^nt I need to 
re-structure my financial obligations to be able to meet my monthly payments. 

At the fTXDment, that doesn't seem to be a possible, or something that could 
happen soon enough to keep me from the possibility of having to claim bankruptcy, 
as an option that I would rather not go into unless them Is no other option availabie 
to me^ 

I hope that there is anodter option and that there is a real option available to me 
and otiiers that find themselves in the same fjnan^^t oundi. If thei^ is an opportunity 
to off^ some releif on this matter I can only hope that it does come soon enough. 
Thank you for the opprtunity to express my personal situation that 1 find my seif in 
economicaity. 


Respecthjliy yours, 
Rey Contreras 


. . .. fj. n 


■i.n ... 
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The HonomUe Ruben Hinojosa, 

2864W.T«uitoi>ait 

Edinburg, TX 78539 


Dear Congressman, 

I am writing yrm on behalf of small bnstnessmen & businesswomen involved in the 
constroctioo business throughout the Rio Grande Valley seelthig assistance to small 
business owimrs. While most In the meifia indicate our region is econonucaBy better oH 
than other parts of our country, it’s still a daily struggle for small business, especially ns in 
the constniciion sector. 

As you are aware, the residential construction came to a halt in the late 2008 aqd in :%09 
the commsrdal bnilding slowed down drasn'cally due to the tightening of the raedit 
markets. Commercial projects were delayed or eliminated as the owners struggled for to 
find the necessary investment capital Therefore, the lack of business has forced a highly 
ctnnpetitive market and has reduced the profit margins on all businesses. 

As entrepreneurs we have learned to do whatever it takes to keep our business operating, 
but a second blow aSecting small business is the ability to coilca our accounts payables, 
because our customers are in the same boat we are. A final blow is the lack for financial 
assistance from lending institutions, including the SBA. the majority of small business 
owners are first generation entrepreneurs and have yet acquired the necessary assets to 
weather out the atotim. 

We bear about the “stimulus money” being allocated, but we have only heard of one in^oi 
construction company in our area that has actually been awarded stimulus projects. 

Congressman Hinojosa, your record on helping small business and bringing cemstraction 
projects through the region is impeccable, in times like these we need for yon to continue 
to talk to those in govemment who can provide true assistance to the small entrepreneur. 
Thank you in advance for your help and support. 



President 


SuiiisneM enomi.rK 
iun.tmmma 
n»».et nsr 


twneu tnutt 

(WISM-tlW WtIWI-US) 




t«8Mt93S6I:n 


.-woji ggiea 0T02-E0-Bad 
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Dear Congressman 2/1/2010 

My name is Adrian De los Santos rtn a retired IJSDA FSA enqiloyee. 1 have dedicated 
my career for the past 30 years to helping fanners. I being as a young man at age 21 with 
what is now NRCS and retired as a loan officer tor FSA in 2006. 

My life’s work has been in public service and i still provide assistance to small farmers 
and ranchers as well as large producers. [ provide my services as a liaison for USDA 
programs ftough the Texas Mexico Border Coalition and assist small firms to grow 
crops for farmers markets through assistance with University of Texas at Pan Am. 

1 help finners with loan package assistance and financial advice plus record keeping 
training. 

Lately my job has been near to impossible to help producers. The small farmers because 
they are too small and don’t have enough collateral and the large producer because they 
don’t have sufficient income to show a profit There is always an excuse not to finance 
these produceis. I work on their loan application as a retired loan officer with FSA 1 work 
their loan application and more then 95 percent of this loans are feasible and should be 
eligible. When you go fiuough two major disasters like our fanners have gone through in 
the past two years, it takes a toll on their operations. Last year I worked on 26 loans of 
which 24 were approved. Only 3 were approved by a bank and the rest were approved by 
FSA. In order for FSA to approve a loan it has to be denied by at least 2 lenders. That 
means that 48 loans were denied by banks. This year there will be more denials. 

FSA helps lots of farmers but needs improvements. The processing of loans requires a 
minimum of 30 days to complete an application, rarely does any loan gets approved 
complete in less time. Once complete it requires or it usually takes about another 30 days 
to possibly 60 days for approval determination. We are looldng at possibly 90 day for a 
loan approval if denied a producer has an option to request reconsideration. The chances 
for approval are slim to none. The farmer has no way of knowing how to prepare a loan 
or what needs could be done to change liis situation. The loan officer says you’re not 
eligible and the applicant has no other option. 

If a producer receives his loans late in tlie season the possibly to producer a good crop or 
yield is next to impossible. These produce bad producers and are ear marked by lenders 
as not good fermers because they can’t make the yields. A disaster on top of the situation 
just makes matter worst. 

I know lenders have problems but things can only gel worst if they don’t help the farmers 
who generate jobs and makes the economy move. A guarantee program for lenders is a 
good program and should be used to help farmers with out stretching their necks out with 
assistance foiin the USDA. FSA needs to assure lenders more assistance with out harsh 
punishments for not compliance with the program. I have been to workshops they are not 
the solution to helping the lenders they need trained individuals to help them with the 
programs. This allows the lenders to make more loans. I want to thank you for allowing 
me to speak my mine and hope you e:m help our fanners. 



Kl. 
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To: Senator Hinojosa 

From; Bruce Gamble 

Re; Current banking problems face by farmers 


1 am a degreed mechanical engineer from Texas A& M 
University and I have been farming for eighteen years. I raise 1700 
acres of cotton, com, milo, soybeans, and sugarcane as well as 700 
acres of fresh market vegetables. Ail of our vegetables are hand 
harvested. 

i employ four full time laborers as well as many part time 
harvesters employed by the packing shed. We produce a healthy, 
safe food supply for the citizens of our country; however we are 
currently having financial difficulties because the banks are not able 
to provide us with operating loans even though our asset to liability 
ratio is 3.36:1 . The banks say that they would like to deal with us but 
that the Federal auditors will not allow them to. 

In the past I have read that for every dollar that a farmer 
spends it becomes nine dollars in the local economy. If that number 
is accurate we farmers could greatly help the economy if we were 
provided with our operating loans. The government has provided a 
revenue assistance program for 2008 because of the hurricane 
however we have yet to see any of that money. The Secretary of 
Agriculture has the ability to advance farmers their direct payments 
for 2010 which he is currently doing but it is only twenty two percent 
of the amount due. The balance of these monies will not be paid until 
October. If the remaining seventy eight percent could be advanced 
now it would greatly help many farmers and the economy. 

\0S3f (MUll 
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February 3, 2010 


Dear Congressman ftuben Hinojosa; 


My name is Sanrando Pruneda I am the to- owner of a company named Temps Plus. Temps Pius is a 
partnership that was created to help the unemployed citizens of the Lower Rio Grande Valley'Area find 
employment. Despite of our current 8.3 % unemployment rate, our corporadon has succeeded in 
placing an average of 25 people in work per week since we opened on October 12, 2000. We spedalize 
In placing employees in construction, light industrial, skilled and semi-skilled positions. 

Given the current recession and decline in those jobs we have also diversified Into the clericakand 
administrative fields. Although our resources are limited to what we have invested we have ijeen able 
to provide a sen/ice to our community. We feel that if we had the proper funding for our organization 
we can help more people. 

We have been unsuccessful securing our financial needs despite of our decent credit history and 
numerous years of experience in this field. All attempts to acquire funding from local and out of town 
banks have been unsuccessful. Since we serve as the employer of record we have to cover thp 
employees' salaries until our clients compensate us. The monies invested in this organization have been 
out of pocket from its owner^nd are limited. If we had success In obtaining a loan we are confident 
that we can help more peopteTeed and clothe their families. 

We appreciate your time and considerations in these matters and hope that you may be able to help 
Sincerely 

Senrando Pruneda 
Temps Pius LLC 
3323 N Ware Rd 
McAllen Texas 78501 
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THE HONORABLE RUBEN HINOJOSA 
UNITED STATES HOUSE OF REPRESENTATIVES 
4263 RAYBURN HOUSE OFFICE BUILDING 
WASHINGTON, D.C. 20515-4315 


JANUARY 31, 2010 


DEAR REPRESENTATIVE HINOJOSA, 

I AM WRITING TO INFORM YOU AS TO JUST HOW DIFFICULT IT IS FOR MANY 
FARMERS (INCLUDING MYSELF) IN SOUTH TEXAS TO OBTAIN OR RENEW 
AGRICULTURAL LOANS NEEDED FOR FARMING PURPOSES. 

AS YOU KNOW, TIMING IN AGRICULTURE IS EXTREMELY IMPORTANT. FOR THE 
PAST THREE YEARS MY LENDING AGENCY. AG CREDIT OF SOUTH TEXAS. HAD 
LITERALLY “PUT ME BEHIND THE EIGHT BALL’ BY NOT PROVIDING MY 
FINANCING IN A TIMELY MANNER. THREE TO SIX MONTHS LATE WITH 
FINANCES DOES NOT ALLOW TIME TO MAKE A CROP. - IN 2008. 1 STILL HAD 
APPROXIMATELY 90% OF MY CROPS YET TO BE HARVESTED WHEN 
HURRICANE DOLLY HIT THE RIO GRANDE VALLEY. THIS WAS CAUSED BY LATE 
FINANCING. 

MANY BANKS IN THE RIO GRANDE VALLEY DO NOT PROVIDE AGRICULTURAL 
LOANS. FOR THE 201 0 CROP YEAR. I WAS FINALLY ABLE TO RECEIVE A LOAN 
FROM FSA-USDA IN A MORE TIMELY MANNER, BUT EVEN THEN IT IS A RATHER 
DIFFICULT MATTER. 

SINCE HURRICANE DOLLY, I HAVE HEARD MANY RUMORS OF FARMERS WHO 
HAVE STRUGGLED TO PAY DOWN OR PAY OFF THEIR LOANS AND THEN WERE 
TOLD THAT THEY COULD NOT HAVE A NEW LOAN TO CONTINUE FARMING. 

I FEEL THAT AGRICULTURE IS STILL THE “BACKBONE” OF THE RIO GRANDE 
VALLEY, AND THAT SOMETHING SHOULD BE DONE TO ENCOURAGE THE BANKS 
OR LENDING AGENTS SUCH AS AG CREDIT TO PROCESS AGRICULTURAL 
LOANS IN A MORE TIMELY MANNER. 

YOUR ASSISTANCE IN CORRECTING THE SITUATION WOULD BE GREATLY 
APPRECIATED. 

YOURS TRULY. 

EDWARD OSTROWSKI, JR. 1 
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1-29-10 

To whom It may concern. 

My name is Juan Garcia. Tm a cotton, p^in sorghum, corn and sugarcane farmer In San Benitq, Texas in 
the county of Cameron. I have been in the farming industry since 1S76, which was the year I graduated 
high school. I first started with my Dad and then continued on my own in 1977. 

I haye been borrowing money to operate since 1977. There has been stjme years I have been able to 
finance part of my operation myself and borrow enough to finish the crops. In other years I have to 
finance the whole operation. 

In 2007 we had a year that was expensive, and crops were average to the point that I had a loss on the 
farm, in 2008, we had a good crop, good prices, but with diesel, fertilizer, seed and supplies at the 
highest in history and hurricane dolly came and hurt our crop. Unfortunately the farm lost money 
again. 

In 2009, Yields were low due to the excessive heat, even though I have irrigation the overall yields on 
grain sorghum and com were down about 1200 pounds to the acre. Price was about a third less than 
2008, but the cost was as high. The expense did not drop. 

In September of 2009, 1 applied at a financial institution for my operating loan for the 2010 crop year. I 
have done business with them since 2002. 1 waited for a response from them till the second week in 
January of 2010. At that time I was told that they would not finance me for 20l0. My loan for 2009 had 
been payed in full. They claimed the numbers didn't meet their criteria for the last three years due to 
the losses. I was told that according to my history I would not be able to pay my 2010 loan back. 

Due to the delay, they have put my business in jeopardy. I have applied with Farm Service Agency for my 
loan and hope I get it. 

Agriculture lending Is in jeopardy and something needs to be done. Agriculture is a very important part 
of the (tie Grande valley and needs to be addressed. 


Thanks 



/ Juan Garcia 

0 ■ 3 * > 

Tex^ 
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02A)1/2010 


Dew Congressman Hinojosa, 

My name is Vidal H. Saaoz, and I wo* fijr tbe Cooperative ExteosiMS Ptogram at Prairie View 
A^lMvaitiqr and I am an £x1eiuionAgant stationed in tSdalgoConmy. Myjt^asaft 
Extrnsaoa Agsm is to adminisier die Saaal) Pann Oobetch Tnimag and Technicai Astistaiice 
Program (SFOTTAP) fix' the agricuhural producers of the Rio GnmdeVallay. The man purpose 
of te SFOTTAP is to remove all of the obstacles tirat impede local ftnuers and ranchers ftom 
flying tor USDA-Fann Service Agency loan programs. The counties that I cover are 
Hidalgo, Stair, Cameron aod Willacy. In 2009, die SFOTTAP provided technical assislasce fix 
S5 farm tomilies and their total loan leguesis amounted to S6,£66J70. In 2009, ws served inora 
agjXQduceia than nsual implying tor USDA..FSA loan ptognnos because local lenders have 
been denying fimn operatiiig loans to local {xoducces. 

I <was told fUs moDiing by a fiiend, Adrian de los Santos, vtiio is also a loan paidtoger diBt helps 
ag producers in filling out loan requests, to call as many fimnets and lamdiets toat I can to send 
you letters that portray their situadoDs with die local teiticis. With this short notice and the toct 
dial I will be assisting a producer with lus loan application today, I do not have the time to call cm 
anybody. However, lean speak tor eveiy one oftocm by sayinglhat for them to ^ly with 
U$DA-FSA,tiiey roust be tamed down by two diftoientiendeis. Take the SSap^oamsasmsted 
in2009andmu]^Iybytwoeodyouhave llOdcniaisfiomloeaJ lenders. Thisamouncof 
denials suggests tiiat the local kudos do not have toitii in lending for sgiicultiae. 

Atide fiom being an Extirosion Agent, I also own a aniall foedyard in Stair county and form 600 
aejesofirrigated land in Hidalgo county. My koder fix toe cattle was Ag Credit of South Texas 
aod had been fix t2 years. In 2009, toey marine obtain a guarantee SomUSDA-FSA in order 
fix them to ItEtqi my 5-yaar levolviiigBiieHif-cretot going. I did what they wanted and the 
guaia!ileea»taie$6,(^. bitatB2009,IwasiiotifiedtliatAgCieditaf$oatiiTocaswasiw 
longer goiiig to finance my rovotviag UnenifKaedit and wants me to pay down toe note and shut 
downmyc^aialion. Thishasptitah8idsi]lponineandmyfoniilybecanseweweieleftwito900 
head offoetocattleandnoloantakeepiheopaation going. Wfyfinm loan fix the 600 itiigaled 
acres was financed in 2009 through USDA-FSA. Ire-^liedfbra20I0flBniopetatingloaii!n 
Al%nR 2009 and slillllOTe not leceived an answer. It has been ovm ISO days and I am still 


r-S8f 
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wBitmg. I started planting effin m»i die seed and lenDiiier dsafeis will allow agtwepeiiodof 
oi)« month Ibr us to pay tbecn, but 1 don't know udiat to do if loan does not come through. 


Cot^rmsntot Ittiojosa, I you V> look into the fimmcing seeds of die ag prodncos is die lUo 

Giffiide Valley and bdp oat the »tiiadon. 1 know that eveiy:toier and nauto has did^eot 
fisanchig needs and aiatevetyone*g£aancial8iniaiian is different, bnt financing fof^ has 
beesnie incireasingly dif&mh lately and we need your help! 


Sisees^, 



Vidal H. Saenz 
Extension Agent^CEP 
(Farm Advisor) 
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LYNN JENKiNS, CPA 

2mO OiSTRrcT, Kansas 


'•20 Cannon House OrptcE BuiLWNti 
Washington, DC 20515 
S202) 225-6601 


ASSISTANT WHIP 

COMMITTEE ON FINANCIAL SERVICES 
SuacOMMirrSE on Capital Mapkets, 
iNsunANCB, ANO Government Sponsoreo Enterpbi: 

Subcommittee on Housing and 
Community Opportunity 


Congress of tt)c Wnitei) States 

^oust of EeprEgentatibES 

Wasiimaton, ©C 20515-1602 


3550 SW Dth Street 
Topeka, KS 66601 
(785) 234-5966 

701 N. Broadway Street 
P irrSBURG, KS 66762 
($201 231-5966 

rTP://l.VN-‘JjeN!ONS.HOUS6.COV 


Joint Hearing 

House Financial Services Committee 
House Small Business Committee 
Friday, February 26, 2010 


I am home every weekend, traveling the district and meeting with constituents. As I talk to small 
business owners, there is a near-constant message they arc trying to send those of us in this room 
- and that is a lack of credit which is hampering economic recovery. Even businesses with long 
track records of sound payment history are experiencing difficulties. 

The numerous small, community financial institutions which by-and-Iarge serve my district and 
the state of Kansas did not contribute to the financial meltdown. However, as you will see from 
the enclosed letters, we need to get our foot on the gas pedal and the regulators off the brake 
pedal. 

Even more pointedly, one banker states it simply: “They are feartul of the government’s anti- 
business stance.” 

These circumstances appear to be leading down a road toward a “perfect storm” which could 
cause a second crisis - businesses can’t grow and when those which want to grow lack credit, we 
will never get this nation out of the economic downturn and back onto the road to prosperity. 

The enclosed letters from businesses and financial institutions across my state reinforce that 
there are businesses that want to and need to grow. Institutions are trying to lend but are facing 
increased restraints. 

We must focus on doing what is necessary to ensure that those who have made financially sound 
decisions have the ability to lend or access to the capital they need. 

I thank Chairman Frank for allowing Members to submit letters from constituents. I am eager to 
hear from today’s witnesses so that we can work toward effective solutions. 


Lynn Jenkins, CPA 



PBINTED CW RECVaEO PAPER 
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KanBuild^ 

Januaiy28,2010 
Jean Carroll 

U.S. House of Representatives 
Committee on Financial Services 
2 1 20 Rayburn House Office Building 
Washington, DC 20515 

RE: Testimony for Bank Lending Hearing 

First and foremost, we thank you for the opptortunity to tell our story and the chance to make lawmakers folly 
aware of the impact their changes, both enacted and proposed, have had or will have when they’re played out in 
middle America where we reside. 

A brief overview of Kan Build’s history is relevant to help set the stage for understanding the numerous 
difficulties we have already endured prior to the banking meltdown of the past two years. Our company/facility 
was founded in 1 984 by way of a joint venture between two large companies, Marley Continential Homes and J. 
C. Nichols. Opening in 1 985 the organization operated four short years before closing. In 1 989 John Samples, a 
local man who had previously acted as the General Manager of the facility, in conjunction with the employees 
and local businesses, pooled resources and reopened the facility as Kan Build, Inc. 

Though the company struggled substantially in the beginning, throu^ tenacity, hard work, and dogged 
determination, the company began to grow and eventually included three plant locations, 500 employees, and 
annual sales of $30 Million dollars by 2001. In 2001 facing overwhelming competition by better financed, 
publicly traded companies, Kan Build sold to Coachmen Industries, a company then traded under the stock 
symbol COA. 

In a manner similar to the facility’s first inception in 1985, Coachmen systematically modified a previously 
successful business m.odeI and instilled big company values and systems in the Osage City facility. Within five 
years, Coachmen Industries had announced its intention to close the facility in Osage City Kansas putting over 
115 family’s financial future in jeopardy. Once again Mr. Samples and a partner, Quintin Robert, stepped into 
rescue the failing company that they had worked so hard to build previously. On January 1, 2006 Kan Build was 
reformed, the jobs were saved, and the second journey of Kan Build, Inc. began to unfold. 

Confident that their previous success with the company and their decades of industry experience would help 
them to navigate the business environment even more quickly than the first time, commitments were made by 
Mr. Samples and Mr. Robert and the journey began. Relationships were re-established with employees, 
municipalities, lenders, governmental agencies, vendors, and customers. A renewed sense of purpose prevailed 
and hope returned to the small communities that had come to rely on the millions of dollars of wages that come 
to them annually as a result of the jobs Kan Build creates. 

Obviously now, in retrospect, the housing economy was cooling from nearly the outset of the journey. 
Undaunted, Kan Build pressed on with the goal of rebuilding the company to the level of strength previously 
enjoyed. Amongst the challenges were non-competes precluding entry to certain markets, the reestablishment of 
trade relationships, the repair of relationships damaged by the former company, a cooling housing economy, and 
the restoration of trust between the company and the workforce. In spite of these challenges, Kan Build 
continued to make progress towards rebuilding and restoring the company. Then in mid-2008 the banking 
environment began to change in earnest. Kan Build, like many other small companies began to lose credit 
instruments including a $2 Million operating line of credit. The explanation we received was that the bank 
examiners had concerns over our credit worthiness. 
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To be clear, we defaulted on no bank payments, made no bank payments late, we paid on time and in no way, 
shape, or form, violated any Joan covenant in pj^e. We were current with 1 00% of our creditors. We asked out 
loud, how can it be that we have perfonned flawlessly on these obligations and yet are being punished in this 
way? We were told that it was due to changes in the approaches taken by bank regulators. Although we clearly 
have struggled like other housing companies these past three years, Kan Build was on time and one of the very 
few housing companies that actually made money in 2008, the same year that we lost our credit lines. 

In 2008 and 2009 we spoke to over ten banks regarding our debt and repeatedly we were told tliat normally 
they’d have an interest in this, but “with the examiners the way they are right now, we just can’t do it”. So we 
pressed on through 2009. Without adequate credit lines and with an increasingly brutal housing market, we 
pressed on and suffered substantial losses. Now the bleak forecast for our business given by the bankers 1 8 
months ago has nearly become a self-fulfdling proph«ry. Not because of our lack of faith, but because of our 
lack of adequate credit resources. Cash strapp^ producers tend to lose leverage with their consumers and 
perhaps make deals that one wouldn’t if it didn’t seem absolutely necessary. Without adequate credit lines, we 
have also been unable to take advantage of special incentive prices on materials that come along and so on. 

Tlirough this all, Kan Build has not paid any creditor late and the employees have also never been paid late, but 
these accomplishments have come at a substantial cost to Kan Build’s liquidity. Like many folks, we can’t 
comprehend the dollars we hear batted aroxmd in the media for bailouts and stimulus programs. Since the mid 
1 980’s, the people of this plant (at one point nearly 275 in nmnber) have gotten up, put their boots on and went 
to work. As a company, we’ve given generously to local organizations ranging from the 4-H to Churches and 
from the Boy Scouts to the Fair boards. We’ve donated as small as $50 and as large as an entire building 
through the years. We’ve received awards ranging from the Kansas Calvary award from Governor Graves to the 
Ernst and Young Entrepreneurs of the Year Award. 

In short, we’ve done what wc should, paid what was owed, donated when times were good, and generally tried 
to build the kind of Company that is indicative of the Kansas work ethic. But at this point, we’re riding straight 
into the wind and we need your immediate help. We have got to have a more reasonable, less punitive approach 
to bank regulation. At the end of the day, it likely wasn’t the small rural banks that got us into the banking mess 
we suffered through as a nation. However, it is those small rural banks that had previously worked with us to 
create and maintain the rural jobs so vital to our local economy. Those same banks have been restricted from 
making the loans so desperately needed to help restore the local economy we share. That has got to change if we 
are to have any hope of an economic recovery. 

We understand that our story is not unique. We’ve talked to other small businesses that have been derailed by 
similar means during the banking regulation aftennath. Sadly, many businesses that have survived through this 
economy without the needed credit lines, now look so ugly on paper that they couldn’t qualify for help even if 
saner banking days return. We tell our story mostly now for cathartic reasons and with the continued hope that, 
perhaps, new home buyers will once again be afforded the credit needed, if deserved, to purchase a new home 
and help us to restore our businesses’ health on our own, in spile of the banking environment. 

We thank you for your time and your thoughtful consideration to what we have .shared. 


Respectfully, 





John Samples 
CEO, Kan Build, Inc. 


Quintin Robert 
President, Kan Build, Inc. 
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IZt SOUTH MAIN STREET 
POST OFFICE BOX 187 
TROY, KANSAS 66087 
PHONE 913(985-3611 
FAX 913(985-3614 


Dear Chairman Frank and Committee Members, 

My name is Thad Geiger and I am the Executive Vice President of The Troy State Bank in Troy, 
Kansas. I share my name and my bank because I am proud of the job I do and the commiuiity I 
serve without fear of retribution from any regulator. I have been with the Troy State Bank since 
1983 so I have witnessed many economies as I have grown long in the tooth and grey in the mane. 

I write to you today to tell you that lending is alive and well in the community banks of the 
heartland of America. Yes we have had many barriers this past year. Liquidity has been challenged 
by increased FDIC assessments, assessments paid because of the sins of our “big brother financial 
institutions”. Regulations, especially cumbersome changes to real estate lending, have made 
making loans more of a challenge. Small banks with limited staffs are now being asked to take on 
more responsibility such as escrowing taxes and insurances which in of itself opens a whole 
Pandora’s Box of new requirements for banks. Finally the general economy itself with job losses, 
depreciation of home values, and ever increasing expenses (the least of which is health insurance 
premiums) has created unprecedented hurdles for community banks to deal with. 

Despite all these obstacles, community banks have continued to do what they have done in every 
other economic downturn, serve their community. Troy State Bank realized a long time ago you do 
not improve an economy by choking off your community’s ability to borrow. During the great 
agricultural crisis of the eighties it would have been very easy to quit making farm loans. Instead 
we made more loans and we made them better loans with more discipline and better underwriting. 
And yes we did it in an environment of increased assessments and highly scrutinized regulation 
without any stimulus or outside help. 

The Troy State Bank has a loan to deposit ratio of 64% today and I expect it to grow to over 75% 
as we finance agricultural operations this spring. This past week I made a loan to a constraction 
worker for $700 until the weather breaks and he can get back to work. I also set up a line of credit 
to a large grain farmer for $600,000. 1 am currently making real estate loans to two young fonilies. 
One is a $32,000 loan for an older starter home, the other a $140,000 loan for a major refinance and 
home improvement. We make oin: loans, we service our loans and we put the profit back to bank 
capital and into our community. And yes we are looking for more good loans to make. Thank you 
for letting me share this with you and God Bless in your tasks. 

Sincerely, 

Thad Geiger, EVP 
The Troy State Bank 
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Roger F. BaotVN .PfiESOENT 

John f. Mies Execouve vice presioent 

Jack CRossfJAN Vice President 

Denise Masierson CAswra/coMPUANcc oeficer 

tammie Hopper ; ...AsEiSTAi«CASweR 

Donna Rausch rr/LOAX Officer 

DANIETlxycsUNi; LoANOFnCEH 


January 29, 2010 


To: Committee on Financial Services 

Jean CarrolllSinail. house. eo v 

Dear Members: 

Our lending demand at our bank has been stagnant. Our reasons are as follows: 

1. Many borrowers are reluctant to gamble on going into further debt in this economy 

2. We have had to raise our lending requirements to satisfy our board and regulators. We 
are not making the loans that are on the bubble. 

3. Regulations on owner occupied home loans has been difficult in the past, but it is almost 
impossible to do correctly now. Compliance to a small bank has been a problem before 
and is worse than ever now. We have spent a great amount of time and money on 
seminars and training. 

As you can see, we are concentrating on making loans of better quality and not trying to 
necessarily stimulate the economy. We are rewriting and re-amortlzing existing customers 
loans to help those in financial difficulty. 

Yours truly, 

Rog^r^rown 

President 


306 N, MAIN 


P.O. BOX 509 


• CHENEY. KANSAS 67025 

MEMBER FDiC 


• (316)542-3142 • FAX (31 6) 542-9822 
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Norman L. Nelson 
Chairman of Board 
John P. Engelbert 
President 
J. Mark Griffin 
Vice President 
Sandra H. Preuss 
V. Pres.,& Cashier 
Craig R. Renner 
Wca Presldenl & T.O 
Michael Haresnapc^ 
Vice Presideni 


P.O. BOX 560 • NORTON. KANSAS 67654-0560 * 785-877-3341 


January 26, 2010 


Committee on Financial Services 
2129 Rayburn House Office Building 
Washington, DC 20515 

Chairman Barney Frank: 

Thank you for the opportunity to submit comments for the lack of lending our nation is 
currently experiencing. 

i am the president of a community bank located in Kansas, Our economy, although 
strongly agricultural oriented, is unique due to a strong wage earner base associated with 
local manufacturing firms and service industry. Our bank is approximately $270 million 
in assets and we maintain four locations in four different communities throughout 
northwest Kansas. Like many community banks, our local economy has been adversely 
affected by the financial crisis. Our manufacturing and service industry reduced their 
employment base and have yet to return to full staff. Other businesses have also closed 
in this timeframe. 

We have all read tiiat loan volume is down due to over zealous examiners. It is true that 
examiners are Mocking closer’, but in our opinion their actions have had little impact on 
our loan volume. First and foremost, there is a lack of demand for new loans. We have 
denied very few applicants, but rather businesses are fearful of taking on additional debt, 
Our bank warits to make new loans, there is simply minimal demand. 

Businesses are concerned with the excessive federal deficit, the impending health care 
debate, and the related threat of new taxes. Business owners view the government 
expenditures as ‘out of control’ and know this will ultimately lead to new and increased 
taxes on the small business owners. They are also concerned about the proposed health 
care bill. They are fearfiil of hiring new employees due to the new costs and penalties 
associated with tliis bill. Finally, they arc fearful of the government’s anti-business 
stance. 
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In suramaiy, the lack of lending is very simple. Small businesses want the government to 
take a reduced role in managing their business. They do not want new stimulus funds or 
new sources of borrowings, they want less government. Remove the threat of new taxes, 
fees, and penalties and they will start to borrow again. The only way to accomplish this 
is for the government to take less of a role, not add to the pain by burdening them with a 
new health care bill and new taxes associated with paying for the ever growing deficit. 

Thank you for this opportunity to share our thoughts on this very important issue. 


Sincerely, 

John P. Engelbert 
President 
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Educational 


CREDIT UNION 


February 1,2010 


2808 SW Arrowhead Road 
Topeka, Kansas 66614-2476 
785.271.6900 
www.educaHomlcu.org 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 


Dear Chairman Frank, 

Educational Credit Union been offering business services to our members for several years. We had a 
significant demand to offer these products and services by our existing members because they were 
growing incre^ingly tired of rising fees and loan rales on business accounts offered by national and even 
local community banks, not to mention the tightening of their loan portfolios. Since inception of our 
business service program, our niche market has been small locally owned businesses such as salons, 
heating, cooling and plumbing operations, aud doctor’s olffices. 

In fact, most of our loans have been for under $30,000, a loan amount many banks aren’t interested in 
even considering. Consider the following examples: 

We recently assisted a local salon in remodeling the interior of their thirty year old salon. ECU 
was able to give die small business owner die funding she needed with a low rate and terms diet met her 
expectations. Tlie owner had been doing business with a locd bank for a number of years and found that 
diey were not interested in assisting her due to the size of the loan. This was despite die fact that she was 
an existing longtime customer .with excellent borrowing history. 

ECU also assisted the slart-up of a plumbing, heating & cooling business. An existing consumer 
appToaclied our business services department and shared the fact that he and all co-workers were being 
Iwd off by die end of the week due to a business closure. Our member had over twenty five years of 
experience as a project manager with this company, and showed interest in starting his own business of a 
similar nature. We were able to assist with a plan to get his business up and running witliin a week by 
setting up die following services for his company: 

• interest bearing checking account 

• Revolving line of credit 

• Terni loan for small fleet of seivice vans 

• Low fixed mte business ci-edit card for expenses 

Educational Credit Union is providing our local community financial solutions tliiougli lower business 
loan rates and closing costs while paying higher interest rales on business checking accounts. As a 
member owned financial cooperative with the sole mission of serving our membership, we look forward 
to expajiding our business services portfolio and using “the credit union difference” to help more local 
businesses to grow and prosper. 

Sincerely, 

0 - — • 

Greg A^winkler 
President/CEO 



492 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

My name is Stephen Smith and I was a project manager for Young’s Inc when we were given a 
one week notice that they were going out of business. I knew that there were still customers who 
needed service and there were good technicians who would need a job. So I spoke to a few of the 
best technicians, and instead of taking our place in the unemployment line, our families decided 
to take a risk and open a new company. Since we have had our personal accounts with 
Educational Credit Union for over 12 years if was naturally our first choice to open our business 
accounts. We were directed to Jennifer Kirmse who immediately helped us open our interest 
bearing checking account and approved us for a revolving line of credit, a loan to purchase work 
vans and a business credit card. The process was completely hassle-free, Jennifer took care of 
everything. So with the help of ECU one week after being told we would no longer have a job 
we opened Wheeler’s Plumbing, Heating and Cooling LLC. The rates on our loans were much 
lower in comparison to the area banks. 

Sincerely, 

Stephen Smith 

Wheeler’s Plumbing, Heating & Cooling LLC 
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The Honorable Barney Frank 
Ctiainnan 

House Financial Services Committee 
Washington, DC 

I am a small business owner in the hair salon industry. Recently I needed to replace hair 
equipment at my salon. I've banked at Citizens bank in Topeka, KS for 25 years. Naturally, I 
applied for a loan there as well as Bank of America and US Bank. Both bank's loan rate were too 
hi^ and my personal bank, Citizens, had too much complicated paperwork to take out a loan. 
I've taken out two loans before from Educational Credit Union and completely repaid them 
ahead of schedule. I received amazing customer service and support from their associates. I'll 
gladly refer others to Educational Credit Union for any type ofpersonal loan, business'loan, or 
account. 

Sincerely, 

Darlene A. Perez 
Hair Expressions, INC 
3074 SW 29th 
Topeka, KS 66614 
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From: Greg Carr 

Sen t: Thursday, Febru ary 04, 2010 12:09 PM 

To: ■■■■■■ 

Cc: Haley DaVee 

Subject: Business Lending Letters 

Summer 2009 I received a call from Derek Sharp, owner of Supersonic Music here in Topeka Kansas. 
Supersonic Music is a locally owned store providing all types of drum sets and guitars to the community. 
Derek was interested in possibly refinancing his business loans and getting away from a large 
commercial bank. 

Derek had a commercial real estate loan, equipment loan, and small line of credit. He also needed a 
short term loan to put a new roof on the building. The large commercial bank was dragging their feet on 
this request which in turn made him look elsewhere. He had been a customer with this bank for 10 years 
when he bought the business. 

Credit Union 1 of Kansas refinanced each loan at a lower fixed rate and approved his request for a new 
roof. Derek had the appraiser come out after the new roof to readjust the appraised value for himself and 
the credit union. The new value increased $27,000 and dropped out LTV from 74% to 60%. That makes 
all around good business sense. 

In bringing over his business checking account, Supersonic Music no longer has to pay per item 
transaction fees as he did at his former bank. This savings creates a large increase in cash flow and 
bottom line income Derek can use in his business. 

Needless to say Derek is a huge fan of credit unions. When I went to his shop to deliver Christmas 
cookies he introduced me to everyone in the store as his new "banker". He vowed to share the "credit 
union movement" to everyone he knows. 


Greg Carr 

Vice President Lending 
Credit Union 1 of Kansas 
PO 60X1128 
610 SW 10th St 
Topeka KS 66601-1128 
785.233.6556 
785.233.4850 Fax 
800.432.2470 
www.cu1ks.ora 
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ERTLEY 

February 2, 20i0 


Congressman Paui E Kanjorski 
21 88 Rayburn House Office Building 
Washiagton, DC 20515 


Dear Congressman Kanjorski, 


The Bnley Dealerships has been in the retail sutoroobile and related insurance and 
warranty business for 73 years. During this period of lime we have had lines of credit 
with banks in excess of 60 million dollars, being used for working capital and tloor 
pl^ for automobiles. Our company has never had a default or a negative credit issue 
with any of the lending institutions. 

Tn the sutmner of 2009, Chrysler Financial was our supplier of credit for our 
inventory of automobile products. At that time they informed us that because of the 
Chrysler bankruptcy they would be going out of Uie dealer fipance business, and thus, 
would no longer be extending credit to us. This was the begmaing of our problems along 


with hundreds of other automobile dealerships. 

We went searching for new floor plan credit lines in the amount of 2 [two] million 
dollars for our existing business needs. Wc contacted the credit officers of the following 
banks. PNC Bank, Old Forge Bank, Penn Security, First National Community Bank, 
Luzerne Bank, Landmark Bank, Honesdale Bank, M&T Bank, and the Franklin 


Security Baidc, The story was always the same, the bank examiners said that the 


ERTLEY Chrysler, deep. 
Dodge, Kla, Pre-C^ned 

4250 BirriBY Avenue 
MOOsic. PA 18507 
Phona: 570-457-6e00 
570-4-57 -6700 
iii(o^erilcv.cot« 


ERTLEY Pre-Owned 
»n Trucksville 

161 S. Memorial Higlway 
(Ne-tMu Shcelz) 
TruCksvilie, PA 18708 
Phon?; 370.696.2900 
Fax. 570-698-2020 



SOO<SfB 


deep 


c:i-*«tvs«-Rn 




wwsv.ertley.con 
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automobile business was a poor risl:, and that the examiners were requiring the banks to 
immediately write down these types of loans. 

Some of the banks stated that they might consider the loan if we pledged CD’s in the 
amount equal to the loan, in addition to the titles to the ears. However, if we were able to 
meet that requitBraent. then we wouldn’t need tlie loan. 

In December 2008, Congressman Kanjorski met tvith a group of local dealers who 
were unable to obtain bank financing. In that meeting the Congressman suggested Credit 
Unions as a possible source for our funding needs. 

We contacted the Cross Valley Federal Credit Union by early 2009 and was able 
to secure the working capital fimds that the hanks were unwilling to lend. Subsequently, 
the SBA program became available to ear dealerships last fali, and we revisited 
these same banks with the expectation that they would now have the comfort of the 
Federal Govemwent guaranty. But with the exception of PNC Bank, all of the other 
banks declined to become involved with the SBA dealer program. PNC Bank would 
work with the SBA. but our request was too small for them to consider. 

In September of 2009, still without floor plan credit, the ability of our company to 
survive was very doubtful. Knowing that the Cross Valley Federal Credit Union did not 
provide floor plan loans, we contacted them for help in finding a floor plan source. 

Cross Valley looked at our financial statements and they offered to fund our floor plan 
theinselve.s, under tho guaranteed program offered by the SBA. With the help of 
Congressman Kanjorski, the SBA approved the Cross Valley Federal Credit Union as 
a first time floor plan provider. The Credit Union spent the time and money to train their 
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personnel and to add the necessary equipment to support the floor plan program for us. 

We are sincerely grateful to Congressman KaqjorsW, the SBA and the Cross 
Valley Federal Credit Union for their confidence and support for the continuation of our 
company and its’ 24 employees. This will give us the ability to once again grow our 
company and add another 15 or more employees to our staff in the very near firtum. 

We count ourselves among the very fortunate who have found financing, and feel 
extremely sympathetic to those many worthy businesses that cannot find a lending 
institution willing to meet tlieir needs. 

Sincerely, 

Ronald D. Ertley / 

President C 
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February 22, 2010 

Dear Congressman Kanjorski: 

Luzerne Bank is a seven office community bank completely within 
the district of Rep. Kanjorski. Like many community banks, we 
had a robust year in terms of growth. If you check on our 
safety and soundness, you will see, we are one of the safest. 

We never lowered our credit standards, and therefore did not 
contribute to the debacle that faces our economy today. We 
continue to lend quite vigorously and have the reputation of one 
of the best in our market at providing for local needs. In 
fact, our outstanding loan balances increased 11.7% this past 
year. Our delinquencies remain very low, we ovm no real estate 
from foreclosure and have relatively few non performing assets. 
Yet, we continue to be painted by the same broad brush stroke as 
the Wall Street Banks and will suffer from any and all mandates 
leveled upon our industry as a whole. Our FDIC premiums 
increased 246.7% last year as a result of the problems our 
country faces. We did not create a problem but, as always, 
have become part of the solution. 

The Administration wants to make financing easier, yet the 
regulators urge caution. Considering the current mess, I would 
side with the regulators. Please understand, there is no 
shortgage of credit available on main street America, especially 
by banks in our area. It is the very largest institutions that 
have tightened credit. Our bank continues to gain from their 
tightening. So instead of looking at financial institutions as 
an entire industry, please understand that community banks are 
the real backbone of main street. Community banks did not cause 
today's problems. Please do not put undue restrictions upon us. 
We had MCI and Enron, so an entire nation ended up with 
Sarbaines-Oxley . Let’s not let that happen again. I fear for 
the future of community banking. Every new regulation hurts the 
little guys not the huge banks with their arrays of lawyers and 
compliance experts. The cost of compliance is steep and 
becoming overwhelming for the community banks. Please go after 
those causing the problems, not those of us standing tall in our 
communities . 

Thank you . 

Robert C. Snyder 
President and CEO 
Luzerne Bank 
118 Main Street 
Luzerne, PA 18709 
(570) 288-5821 
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February 8, 2010 


UiiilecI Slates Rejrresenlative Paul Kanjorski 
2 1 88 Rayburn House Office Building 
Washington, D.C. 205 1 5-381 1 


Dear Coiigressman Kanjorski, 

After having read the article in the Citizens Voice calling foi' requests for input on the 
absence of lending to small businesses, I would like to offer my story, 

Signature Building Systems was started in 1993, around tiie time of the end of the last 
slowdown in tlie housing imiustry, l-'rom 1993 Ihrougli about 2006, our company saw 
steady growth in the number of people employed, housing units built, levenues and 
protits. Wc were able to slart a satellite operation in St George, South Carolina, acquire 
conlrolling interest in another modular home manufacturing facility in Bloonisburg, 
trading a.s Design Homes. In addition, wc were able to design, build and invest in a new 
$5,000,000, 80,000 s<|uare foot, production facility in Moosio, Pa. In 2006 our revenues 
were in excess of $ 31,500,000, employing 360 jreople throughout all thi'ee facililies. 
Keep in mind lhal we stalled onr company in 1993 wilh 7 employees and 0 dollars in 
revenue. 1 Ihink lhat I should also mention lhal 1 am a 36 year veteran of the housing 
industry; having served in various capacities in the housing business until 1 choose to 
slart liiis company in 1993. 

During the good limes in our iiidustiy, we acted on what we. thought was the riglit 
decision and paid off all of our machinery and equipment loans, thereby increasing our 
equity in the company and eliminating onr debt. Kquity .should be a good thing, but it 
turned out to have little or no value in today’s lending cliniato. 

Our company lias seen the same declines in hou.sing that the industry lias seen a.s a wiiole. 
Revenues have di'opped by belter than 60 percent in tlie last 3 years since the decline 
started in 2007. Wc have been fortunate to have a hard working staff that has siicrinccd 
and made cuts in all depiirlments. We have been forced to let go or layoff 160 people 
over the past 3 years, bringing our employee level to 200. 


lOO't Spfiiigbrook Avenue -■ Moosic Pennsylvanl.a - 18S07 
I’h: SOI) ;31*S713 l ax: ;>VO-77^ il010 
vviviv.siijn.rliiietmitiJinjisyslPins.r-on) 
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We luive approached at least 20 banks, including the one we do business with right now, 
with loan re(|uests to convert our equity into cash that would be irsed to help our company 
survive this doNvnturn, Each and every request has been met with the same answer, “we 
are not making loans to companies in the building business unless they are profitable," 
We have sugge.sted the possibility of an SBA backed loan that is intended for precisely 
this purpose, but to no avail. As you know, it is difficult to find a company running 
profitably at this time. 

The housing industry has lo,st a countless amount of jobs and businesses during the past 3 
years, I am certain that there are many companic,s like our own, that have done Ihcir best 
to ibis point to survive, but need lielp converting the equity they have into much needed 
cash to sustain their businesses tlirough these difficult and uncertain times, 

I appreciate the fact that you have asked us to .share our story. When [ read the stories 
about the TARP fund.? and their intended (uirpo.sc I was somewhat optimi.stic that these 
funds would liave been used to shore up balance sheets and eiicourage lenders to go out 
and make loans to put our economy on track. But in this ca.se the good intentions of this 
fund were not matched by the reality of the ,silualion. Small businesses are the core of job 
growdli. If we don’t survive, putting jieople back to work and creating jobs will not 
happen. 

I am convinced that if businesses like mine gel the needed funding, we will once again 
begin to grow and pro.spcr, but most importantly create new jobs for the economy. 

I haiik you for hearing my story. 1 hope this is of some help in understanding that there 
are plenty of small busine.sses out there that need and de.sevve funding to survive. 


Sincerely yours. 



Victor A. DePhillips 
President /C.R.O. 


Signature Building Systems of Pa l.l.C 


1004 .S|)rinBhrook Avenue - Moosic f’enn.sylvanin - 18S07 
Pii: 800-731-871') fax: S/O y/'l )OUJ 



February 9, 2010 


Congressman Paul Kanjorski 
2188 Rayburn House Office Bldg. 

Washington, DC 20515 

Dear Congressman Kanjorski: 

As President of the Greater Scranton Chamber of Commerce, I am all too aware 
of the effects the tightening credit market has had on our 2000 members. 

In conversations with our members, difficulty in accessing working capital is a 
common theme. The credit crunch has impacted nearly every business sector leaving 
manufacturers with the inability to access materials for production, retailers with the 
inability to purchase inventory and leaving all with shrinking employment rosters. 

The wheels of out economic engine are in many cases “spinning” but not 
“turning.” Key businesses in our community are surviving and thriving despite our 
longitudinal economic downtown, but this is not a commonality. Our members need 
access to dollars. In some cases, the dollars will help bridge the gap created by the 
recession, saving jobs while businesses create and retain customers. In other cases, 
dollars arc needed for larger capita! expenses. Traditional lending institutions may not be 
interested in exposing themselves to the additional risks that were created by worsening 
credit tlirougli our unstable economic conditions. 

Access to working capital is a barrier for our businesses. A major modular home 
construction company in Scranton noted that their sales have fallen substantially over the 
past tliree years, which has forced their business to operate on alternating weeks. This 
business is having a difficult time securing ftmding from various banks to “weather the 
storm." Manufacturing is a key industry to our community, and limited working capital 
may put this company in jeopardy. 

Another local metal manufacturer has noted a similar problem, which has caused 
problems accessing materials for production. A lack of customers is not the problem, but 


222 Mulbeny Sited / P.O. Bos 431 1 Scranton, Pennsylvania t SSOt -0431 / (570) 342-771 1 1 FAX; (670) 347-6262 
w^.scrantonchambar.com 
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the ability to purchase materials to serve customers is the problem. Once again, more 
dollars are needed, but access to these valuable resources appears to be limited. 

In addition, MetroAction, Inc., an affiliate of out organization, is a Community 
Development Financial Institution. Hie organization was established 12 years ago to 
provide an alternative financing mechanism for small businesses and entrepreneurs that 
could not secure financing through a traditional lending institution. 

Prior to last year, the borrowers’ for this loan product were typically under 
collateralized, under capitalized or had credit scores that ranged between 550 and 650. 
However, that has all changed. Within the last 12 months, we have seen a sharp increase 
in applications from larger, established businesses needing working capital to keep their 
doors open. The owners of the businesses have good credit, but are unable to find a bank 
that is willing to take a risk on their business. 

In a recent outreach meeting, an employee of a national bank indicated, “we are 
training our staff on how to say no to our customers.” Instead they arc encouraging their 
employees to focus on opening new accounts and maintaining existing accounts rather 
than promoting lending activities. 

As a result, die number of applications for financing received by our organization 
has increased 243% over the previous year. The growth of our program is primarily 
driven by businesses that previously would have received bank financing that are now 
seeking alternative avenues to finance their business activities. 

We thank you for your continued advocacy for the growth of small business in 
northeastern Pennsylvania. 

Austin J. Burke 
President 
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February 10, 2010 


TO: U.S. Rep. Paul E. Kanjor&ki 

Washington Office 


FROM: Vincent Bryk 

Co-Owner/Partner 

Dupont Tool & Machine Company 

Dupont, Pa. 



Mr. Karuorski, 


I am responding to the request for comments from Small Businesses 
pertaining to an article in a local nsvi^spaper, The Citizens Voice, 

(Wilkes-Barre, Pa., on 2/06/2010} for input pertaining to Smalt Businesses, 
rinding it hard to secure Financing from Banks for Business Expansion 
& Job Creation. 

Perhaps it's not hard for them to secure addidonai financing because 
or the financial debt they are already in. its probably because they refuse to 
go to the banks to secure (loan} more money because of their high interest 
rates the banks are charging. 

What good financially is it to Small Business if Washington allocates 
large sums of money to Banks to Loan to Small Businesses if they in turn 
charge high interest rates? The only one that is profiting are the Banks. 

I don't believe this an enticement for Small Business to seek additional 
financial help especially if they (small business) are currently obligated to 
the banks and paying high interest rates. 

What is needed is a Stimulus Program that would help Small Business 
(not banks) in form of much lower interst rates or a Hat fee reasonable that 
banks would charge small business for/from the stimulus monies they receive 
from Washington, to encourage Small Business to expand, hire additional help, 
purchase new equipment and more importantly so, either to help pay existing 
debt Small Business have acquired because of them being victimized by others 
filing Chapter 11 protection. We have become a financial victim, as in our case, 
manufacturing parts far other Businesses. II is almost impossible to re-coup the 
toss. You can hire a Lawyer to try to re-coup the loss of income only to find out 
that after several months and through the law firm that they have filed Chapter 11. 
Bankruptcy, with any additional bill that one must pay of several thousand dollars 
for Lawyer Fees. 

My recommendation is to consider and help those Small Businesses, through soma 
type of Financial Stimulus Program who have been victimized because of 
Chapter Eleven Bankruptcies and other wrong-doing activity that have placed a 
financiat burden on Small Businesses, restricitng them to continue to grow. 



Resgectfull yyoun 



VINCENT BRYK 

Co-Owner/Paitner 

DTM 
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F, J, GAWAT Insurance Agency 

405 W. Main Street. Plymouth, PA 18651 


(570) 779-9555 
FAX (570) 779-9630 


February 9, 2010 


To: The Honorable Paul E, Kanjorski 
1 page 

From: Rosemary A, Gawat, J/A F.J. Gawat Insurance Agency 

I am a small business owner operating an insurance agency successfully for the 
last 38 years due to becoming widowed in 1971 . 

Because of the present economic conditions in the country my business has 
suffered. In addlllon to the insurance business I own and reside In a small 
commercial rental properly and economic conditions caused two tenants not to 
be able to pay the rental fees and vacate the premises. 

This hardship adversely affected my business working capital. Current conditions 
in the financial industry made it impossible to obtain any financing for cash flow. 
In this situation my business is now In Jeopardy, It Is disappointing for business 
owners to watch government spending Increasing and very little being done for 
small business. 

Sincerely, 

Rosemary A. Gawat 


1000 


xva J0:8T 0I0Z/6O/I0 



507 


E-Maii Viewer 


Page I of 1 


E-Mail Viewer 


Me ssage j f Delails 1 [ Atiac hmen ts } [ Heade re ;} Source | 

HTML 

From: "Peter and Carol Kern" <cpkern@ptd.ne1> 

Date: 1/29/2010 9:44:38 PM 

To: "paui, kanjorski@mail.house.gov" <pau!.kaiiiorskt@man.house.gov> 

Cc; 

Subject: Your Hearing on Bank Lending Practices 


j January 29. 2010 
Dear Representative Kanjorski; 

Thank you for your email of January 29th on the upcoming Congressional 
hearing to examine why banks are not lending. Although your emphasis 
appears to focus on the unwillingness of banks to land to qualified small 
businesses, that same unwillingness exists In the home mortgage market. 

Last April, in the depths of our economic crisis. Bank of America was 
pleading v/ith home owners to refinance their mortgages to take advantage of 
hisiorically low interest rates. My family's personal experience v/ith their 
"bait and switch" tactics has left me with the conviction that ow 
representatives In Washington were gulled into believing that TARP money 
would filter down to homeowners to enable them to refinance and reduce their 
interest payments. It is clearly not the case! Bank of America have 
strung out the process with more and more trivial requests because It is 
clear that they are not Interested in refinancing any mortgage that they 
believe Is "safe". They took the commilmenl money and held it for a very 
frustrating nine months until we gave up. Are we an Isolated case? I doubt 
it. There are probably thousands more just like us. 

Too big to fail?? Rubbish! You should have let them faill The government 
j and the people vrould have been better served if the money had been put into 
j community banks! 

I Thank you for allowing me the opportunity to share this with you. 


Sincerely, 

Peter L. Kern 
President 

Palmerton Area Chamber of Commerce 


Ijsssi 


https://lniitomsiis09.us.house.gov/PAl lPK/view_eml,aspx?rid=2345030&oid=l 08858 


2 / 12/2010 
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Hello Paul, 

My name is George Tassone and I am an American swimming poo! manufacture 
as my father was before me. 

I was bom and raised in Brooklyn, N. Y. and my company. The Pool Factoiy, 
Inc, is presently located in Wilkes-Barre, PA. 

I am responding to your request for input with regards to how the government can 
help smsdl businesses while also creating a significant amount of new jobs. 

Our family business has been experiencing a steady major loss in sales since 
WH/200I .Our employees have reduced fi'om over 200 to less than 10. 

Just like 4,000,000 other American manufacturing jobs in the past four years and 
the also thousands of Amencan manufacturing companies we were on our way 
out of business. 

I believe one of the major rea,sons for our loss of sales is inexpensive and inferior 
foreign imports but that’s anotlier story. 

As it tuins out due to our ingenuity, optimism, hard work and a lot of prayers we 
were able to survive long enough to put our experfise to good use. 

About a year ago we had invented a new and revolutionary swimming pool 
design called EZ Panel Pool. 

As you know over tire past two years banks would not ftipd businesses or 
individuals unless they were AAA rated and with collateral. So 1 had no choice 
but to sell this superior design to oui stronger competitor. 

I personally am going to be fine as I will receive a royally on this new item 
wifioh is quickly becoming a leading industry seller. However this provides no 
help for OUT worker’s and their jobs. 

It’s a shame that 1 was unable to get a loan at that time which would have enabled 
me to save old and create new manufacturing jobs in Petmsylvatiia. 

But tills is not a letter about a businesses failure and it’s not about a personal 
success. It’s a letter with recommendations and maybe solutions. 

Both President Obama and Congressman Kanjorski are asking for suggestions, so 
here goes; 

LENDBABYLENDII 


800/«0-d pm 6s:t?t OIOZ/ 60 /ZO 


:uiojj 
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We all know small business has been the engine that drives this great country and 
the banks lending standards now only favor the rich or a risk free investment. 

The proposal below is totally based on incentives for the average American to 
own their own business and works as follows; 

1) Set up 52 government direct lending centers (one in every state). You will 
not be hurting banks as they do not lend to this type of clientele anyway. 

2) Lend $500,000,000 to $1,000,000,000 tlirouglt each satellite station or 
lending center in a one year time frame (so about $ 1 00,000,000 per 
month, per state). 

3) Change the lending standards. 

4) Lending should be based on experience, references and a goad plan (not 
as the banks do, based on collateral and AAA ratings). Example; an 
experienced chef, mechanic, engineer or salesperson knows their 
particular industry as it’s already their life’s commitment. They have 
already proven that they are reliable, dependable and professional through 
working in their trade for many years and therefore these are the most 
likely candidates to succeed in that industry. 

5) Lend on a 50% government paitnership position witli simple interest on 
the loan, 

6) Then allow (per coutracl)the 50% private owner/partner to buy out the 
50% government’s partnership position over a 3 or 5 yearperiod (or 
sooner) on a sort of slidiog scale or phasing out basis. Everyone wants to 
make money and own their own business and now the government can 
help make this American dream come true. The government will be 
praised for believing in the American people and proving it with this 
optimistic and aggressive partnership/lending program. 

7) Of coarse their will be some failed businesses. But these loans will create 
a steady and strong cash flow of revenue for the economy, American 
businesses and American jobs. With a little luck, hard work and .some 
smart ideas the governments profit -from the 50% partnership plus tlie 
interest earned should out way the losses frdm any tailing businesses. This 
plan should help jump start our country almost immediately. Everyone 
wants their own business so the borrowers will give all the.effort fliey 
have to eliminate the government’s pattnerslu'p position. 

8) Bank will not lend to borrowers based on the above eligibility 
requirements. 

9) Politicians may steer the money towards nepotism which will also be a 
problem. 

10) So set up a new accountable committee that would overlook these 
businesses and loans. 


m/m'd PSO!/ 8i:pl 0102/60/Z0 


;oiojj 
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Alien 


From: "Allen" <Aconklin@ptd.net> 

To: ''http://l<anjorskl.house.gov" 

Cc: "REP. PAUL kANJORSKI" <PAUL KANJORSKI@MAIL HOUSE GOV> 

Sent: Tuesday. January 05. 2010 5:41 PM 

Subject; Smai! business help 

Dear Rep. Kanjorski 

My name is Alien Conklin and I am the owner of Effort Woodcraft Inc. We are a small manufacturer of kitchen 
cabinets and assorted other cabinets and wood products. 

I started this business in 1952 and it has grown to where we employed 27 workere. 
this is a family business and my wife and son Thomas are also involved In the business. 

Since the recession hit about two years ago, we have had to lay off people, and little by little we are now down to 
only 8 employes. 

A business the size of ours cannot function with only 8 employes, despite trying to cut expences, our overhead is 
too high. 

We are having trouble paying our bills, bank payments Etc. 

With some help from the Gov., we could get more work and start bringing our laid off people back to work. 

Small business is the backbone of America and employes more people then big business. 

the Government has put alot of our tax dollars in big business and has not gotten a lot of return in the economy, 

I beleive if the Government woul put money in small business, there would be a much faster return and 
unemplo9yment would drop faster. 

It would also save small businesses that are sure to fail without help. 

We as one business are nearing the end without help, and i think it is sad for all the hard work and years put in 
our business , and there are many more just like us. 

1 have a great deal of respect for you. and I hope there is something you can do for small business 

Respectfully yours 

Allen Conklin 

Pres. Effort Woodcraft Inc. 


f'tB 2 4 2010 
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FEB-9-a010 13:46 FROM:E.SHmflNY PAINTING I 5704545629 TO: 12025550764 


02/09/10 


Attn: Congressman Paul KanjorsVj;i 

I 

] 

RE: Secure financing during lojugh t 


We tried to secure a loan with (wo different banks and were infonned a small business 
would have to show a good financial statement for a period of two years. We arc not able 
to do that due to business being sj? slow and the bad economy. We arc trying to apply for 
a new program called America’s feecovery Capital (ARC loans) which the Small 
Business Administration began accepting loans as of 06/15/09. 


P.l''2 
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FEB-9-Eai0 


13:47 FROM:E.SmMfiNY PfilNTING I 5704548639 


TO: 13022350764 




ARC loans ay^.i.U.b]^' for small businesses 


On iJime 15, the SihhU Busi- 
ness Admlnislmiionbegan 
accepUugioans for a tempo- 
m-yTrfiwpi'OgromcoIlod • 
Amorica's Recovoti’ Copilal. 

‘!MlC’'loimsnr up to 
$35,{X« are r iisaignod bj pm- 
vide a "bddge” for ^ble 
small busin^ses wilii toie- 
cliale financial liaitisblp'-^'to 
keep tholi' dobi’sbpen ipitJi 
they Bet Iwdconti'ac^i.. • 

ARC loans are cHofer refl' 
payment loans of up to 
$35,000, availabln to estab- 
liabcd, viaWo, Tor-profit, 
email buBinesses thatfieed 
^ort-tcrnibclptb'moke 


uieirplii\cli>al andintejwt ■ 
poymente oj\ wdathtg and 
QUBliftrlngbuslneesdebt. . 
ARC loans ju'e 100 peticent 
giuu:iatitoedby the SBA and 
haw no SBK fens associated 
withUiem,' 
ARCloaJtewfflbedls- 
bmiied ovai^ a porlpd of .up to 
^ nmlhslartd Tf^ pixjvld® 
fu nds to bejused for paj’- 
ments of pfcuictpal and Inton 
cst for exls^. Quetnying 
smab hrtialwessdebt IpcUid* 
iug moiigiiges. term 'and 
wtjlvfng jfiw.of qr^iLoap- 

tioju'imdajoW'pwsWe-to 


vntKlors, suppliers and utili- 
ties, SBA wlllpay flw inter'- 
«l on AfiC loanstp the lend- 
ers at •Uie, variable rate of 
r^o plus uvu peitxjj vt. 

Repaymesit will not begin 
nntU 12 months fifter the 
final diebyrsemant. After 
tlie l 2 ^mondiclefrtn-alpei'i- 
od. bor-mwei’S will pay back 
the loan principal over a 
period (rf five yeai-s. 

ftjr more information 
oboitt jdl of tho SEAS pto- 
greinsfcrsnwilbuflinosses, 
call tho SBA Aus\wi’ Desk at l- 
eooUASK'SBAorvlaltdw) 
Website at wvwsba.goy 
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Maron Products, Inc. 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 

Washington, D.C, February 1, 2010 

Chairman Frank, 

My name is Paul McMahon and I am President of Maron Products Inc. Maron Is a small meta! fabrication company 
in Mishawaka, Indiana. We have been in business for 51 years. I currently employ 96 people. My business 
currently banks with National City (now PNC Bank). We have been with this bank or Its predecessors for the last 18 
years (with the exception of a 3 year period with another bank). 

In November of 2009, one of our customers contacted me regarding a large project, with an extremely aggressive 
time frame they were quoting for the U.S, military, it was a job to revamp the suspensions on military trucks being 
moved from Iraq to be placed into service In Afghanistan. Because of the downturn in the economy, 1 had the 
production capacity with the exception of an additional laser cutting machine and 18 welding machines. Total cost 
of this equipment was approximately $300,000. Beside the compressed timeiine, the issue that concerned me was 
cash flow. My sales were down approximately 45% in 2009 from 2008. With the reduction of business, my 
inventory and accounts receivables were down, which decreases the availability of my revolving line of credit (my 
total amount of line is determined by the value of my inventory and receivables). With cash being a concern, ! 
decided to ask for a short term ioan from NatCIty for the $300,000 for the equipment purchase, figuring It would 
be a quick and easy request with the proceeds being used to purchase hard assets. Unfortunately it didn't turn out 
that way. 

I contacted my lender at NatCity Bank in mid December to give him a heads up. I followed up with a profit and 
cash flow projection of this project on December 30. I asked if they were interested in the loan and if they could 
do it in a hurry, since I had to have this equipment up and running by February 1, 2010 to meet the U.S. mlllCarv 
timeline. On January 5, 2010, i received an e-mail from my banker informing me that he could not meet for the 
next couple of weeks to discuss, Given the tight timeframe to purchase the equipment, move it, set It up, and get 
It Into production, I couldn't afford to wait for him to set up an appointment! 

Fortunately for me, I have my real estate loans with Teachers Credit Union in South Bend, Indiana. My loan officer 
at TCU, Mark Noeldner, was aware of the program (i touch base with him often). As a backup plan, I had sent 
Mark a copy of the projections on December 30*^' as well. When I received the e-mail from NatCity January 5‘^ i 
called Mark immediately and asked if he was interested. Given his knowledge of the situation and the loans and 
assets already in place, Mark was able to quickly give me a line of credit for $250,000 In 3 days! (Eventually, I oniy 
needed $250,000.) I was able to purchase the equipment I needed and as of today, with the help of TCU and all 
my employees I am lucky enough to work with at my company, we are actually a little ahead of schedule on this 
project. 

By the way, when I met with NatCity on January 19, they did not seem upset that 1 had found a Credit Union source 
for this funding. Hopefully, with Increased lending capacity, i can do ail of my future borrowing with Teachers 
Credit Union. 

Please feel free to contact me at 574-259-1971 ext. 212. Thank you for your time. 


Sincerely 

Paul A. McMahon 
President 


1301 Industrial Drive • Mishawaka, IN 46544-5799 • Fax (574) 259-1978 • Telephone (574) 259-1971 
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modernecommuiiicationsinc, 

UtACHMirONt MAXKI VS'C 

September 8, 2009 

The Honorable Charles Schumer 
313 Hart Senate Office Building 
Washington, D.C. 20510 
Fax Number: (202) 228-3027 

Dear Senator Schumer; 

My name is Joe Mastrocovi and I am the owner of Modeme Communications, Inc. 
in Rockville Centre, New York._ I was pleased to hear of your intention to inb oduce 
a bill that would allow credit unions to offer more business loans. 

I am a member of Sperry Federal Credit Union (Garden City Park, New York), and 
they provided me with a member business loan. 

When the going got tongh and I tried everything not to lay off my employees, 
Bank of Amciiea (20 years my bank) and American Express(20 years never a late 
payment) ran for tire hills and removed previously unused lines of credit. Speny 
saved my people. 

As you know, aedit unions are ‘capped’ on how many business loans they can offer. 
Sittce many banks ar e pulling back on credit to small businesses, we need more access 
to credit, not less. By introducing legislation that would raise or eliminate the cap on 
aedit union member business loans, you wUl provide a critical funding option to 
numerous New York small business owners like me. 

Senator, I want to thank you in advance for your consideration and your 
commitment to lifting the member business loan cap for aedit unions. Along witli 
business owners across the state, I am counting on your continued support for tills 
issue. 

Sincerely, 

Joe Masb'ocovi 
President 

cc: Andrew Keman 

Business Services Manager 
Sperry Federal Credit Union 
2400 Jericho Turnpike 
Garden City Park, NY 11040 
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operation. They observed, asked intelligent questions about the business operation, considered my 
proposal and made a loan proposal that met my needs. They obviously knew what customer 
service meant. The fact that they made an on-site visit to my business convinced me that they 
cared about my business success. The commercial bankers had responded only by phone. What a 
difference! 

Once we arrived at the details of the loan, the Credit Union people were especially helpful in 
providing guidance for preparing the necessary financial statements and business forms that were 
necessary to complete the loan. They were efficient, prompt and helpful throughout the process. 

All the details were completed in a very timely and professional manner. 

In summary, my experience with the Credit Union personnel was outstanding. They were 
responsible, helpfiil and prompt in completing all the necessary paper work to expedite the loan and 
meet my time-line. I was very pleased with the service that I received from them. 1 continue to be 
pleased with the way they handle the day to day transactions that we have with them with my 
checking account. They are prompt, professional and cotirteous in all our transactions. I am 
extremely pleased wilh my decision to switch my accounts to the Credit Union. 


Sincerely, 
PaufJ. Wright 



President 
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FRED MARTIN FORD, INC. 
MERCEDES-BENZ 

4701 Malioning Avenue 
Yoimgatown, Ohio 445 15-1686 


WWWJREDMAKTINFORP.COM 

330.793.3444 Telephone 
330.793.0819 Facsimile 


February 4, 2010 


The Honorable Bamey Frank, Chairman 
House Financial Services Conomittee 
Washington, DC 

Deni- Congressman Frank: 

I am a Ford Dealer in Youngstown Ohio and have been in basiue.ss for 37 years. 
As you know, banks have been bought and sold, and tlrrough the years we have been with 
several bonks, the most recent being Huntington National Bank. After 1 0 years of doing 
business with the, they come to me, without notice, and said that Huntington National 
Bank would no longer support cox dealers and tlrat I would have to take my business 
elsewhere, and that I had 90 days to find a new mortgage company. 1 was bc’^viJdered 
duo to the fact thot our standings were always considered excellent. 

I immediately pursued 2 banks and a local credit union by Ilje name of 
Sevenseventcen Credit Union. 1 needed a new mortgage of $800,000.00 immediately. 

One bank never responded to my request! If if were not for the Credit Union, I may have 
hfld to close my doors and nearly 40 employees that work here would have been without 
a job. 

Thank you for taking the time to read my letter in support of Credit Unions, 

Sincerely, 



President 
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West Knox Upper Cervical Care, P.C. 
Jesse L. Angle it, DC 
Margaret E. Shreve-Angle, DC 
1508 Coleman Road, Suite.lO? 
Knoxville, TN 17909-3308 

The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 


Febniajy 2, 2010 


Dear Sir; 

It is our distinct pleasure to do business with our lending credit union. 

We personally contacted over twenty banking inslilulions to apply for an SBA start-up loan beginning in 
December of 2008. The following is a list of the rejection reasons we received: 

* chosen profession 

• requested loan amount less that $250,000.00 

♦ SBA denial 

« no s(art-up loans offered 

• student loan obligation fiom doctorate program 

♦ lack of assets and collateral 

When we submitted our business plan to our lending credit union, the communication was open and we 
were confident they were actually processing our application. Upon deoiding to fund a start-up loan for 
our business, our lender made the conimittmeni to dedicate themselves and their time to the letigthy 
process. All requirements were fulfilled in a satisfactory maimer according to SBA rules and regulations, 
and we were approved by SBA upon initial submission. 

Our lending credit union provided us with a SBA loan and helped to provide the communites of Eastern 
Tennessee with a state-of-the-art Upper Cei-vical Chiropractic office, the only one in the area. We have 
state-of-the-art x-ray on site, cuttiug edge analysis and ti'eatment equiptment, cutting edge softivare and 
marketing, as well as, a comfortable post-treatment facility - all made possible by our credit union. 

Without our lending credit union, we would be working as associate doctors rather than providing a 
service to new communities, as well as, stimulating the economy on a much larger scale. Our vendors 
come from our local torvn, the west coast, the midw6,sl and the east coast. 
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Thank you for the opportunity to promote credit unions and possibly open doors for more small business 
and entrepreneurs like ourselves. 


Sincerely, 


Drs. Lee and Margaret Attgle 
West Ktiox Upper Cervical Care, P.C. 
1508 Coleman Road, Suite 107 
Knoxville. TO 37909-3808 
(865) 249-7276 O 
(865) 247-8423 F 
westknoxuc@gmail.eom 
www.uppercervicaloare.com 
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Village Trophy Co. 
1217 W. Third Ave. 
Columbus, Oh 43212 

614 - 299-7570 


To: Whom h may concenj 

From: Paul J. Wright 
President 

Date: February 3, 201 0 
Re; Banking experience 


Having been asked to respond to my recent banking experience to re-financo my business building 
mortgage I oft'er the following summary and observations. 

First, a brief summary of my business seems appropriate. I started the business in 1975 as a one 
man part-time venture to provide trophies and plaques for several sporting events that I hcipcrl 
organize and run. Over the next 33 years it has grown to employ five fiill-lime workers and 
approximately fifteen other employees on a seasonal basis. We now sliip awards throughout the 
entire United States for various events. My payroll last year exceeded 260,000. 

It was in the fall of 2008 that I had the necessity to re-finance my business building mortgage 
wliich had a balloon payment due. The timing of this ro-fmanco could not have been worse 
because it came just as the banking crisis of fall 2008 began to unfold, I decided that llie best 
approach was to offer my financial plan to the two commercial banks where 1 had current accounts 
and also to the Members First Credit Union which I had seen advertised in the local Chamber of 
Commerce directory. 1 received three completely dificrent responses from (he three companies. 

The first bank responded to my proposal in a very short time with a simple denial. “We would not 
be interested in doing this deal at tin's time.” This was the response from a bank that 1 had 
nccounte with over a 40 year period. This bank had loaned me the money to start my business in 
the first place. Neerlless to say, I was surprised and a bit discouraged. 

The second bank responded to my proposal b a more positive way, however they were only willing 
to loan me an amount of 70% of the appraised value. My proposal was for 80% of the vahie. This 
bank lield the current mortgage on the buildbg, so they had a vested mlcrest in completing llie re- 
finance. 

Both of Uiese banks responded simply with a phone call. However, I received a completely 
different response from the Credit Union personnel. Upon makmg my initial phone call, I was 
asked to make an appointment with the Credit Union representatives so they could visit my 
business. They made themselves available and spent several hours observbg my business m 
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f v.fTECHKiowledqey Inc 

' BRiDOiNG 8U51NE5S a Technology S«^ - ycosHEH. in 


203 S. Main Sf 
Suits <3 
Goshen, IN 4652i3 
P; 5749714267 
wAv.iechknowledqevinc.con 


February 3, 2010 

The Honorable Barney Frank 

Chairman, House Financial Services Committee 

Washington, D.C. 

I opened TechKnowledgey, Ino in January 2007. My business offers Information Technology services to the 
small and medium business marketplace as well as the sale of Xerox Copiers, Printers, and MFP’s. 

I initially funded my business with what I thought was a local bank. Later I found out that the bank was not a 
local bank, but that It was owned by a regional bank. The regional bank started to get into trouble since many 
of Its customers were In Michigan and Indiana. 

I never missed a payment to my bank. I was not maxed out on my line of Credit and I was within any 
agreements that I had made with them. In addition to this I personally guaranteed my business loans and 1 
have impeccable personal as well as business credit. I would have thought that all of this would have made me 
a good customer, but I guess that I was wrong. 

My bank began to panic. They started to service me poorly and when my line of credit came up for renewal 
they made increasingly unreasonable demands. They were soared of a startup business even though I had 
always held up my end of the deal as a customer. 

I shopped my business elsewhere. Within a week I got two offers for my business lending and deposit needs. 
Both were from locally owned Institutions that were able to lake Into account my business and my personal 
track record, as well as having a vision for what I could do In the future. 

Interra Credit Union by far had the best offer. They offered me lower Interest rates and a larger operating line 
of credit than I had with the bank. This was all done without SBA or other government assistance between 
local people doing good business. 

If you would lift the limits on Credit Union Business Lending it could help the economy heal Itself without 
taxpayer money. With the help of my Credit Union funding, since 2007, my business added direct benefits 4 
good paying jobs and over $750,000 new dollars to the local economy. This does not even count the indirect 
benefits of our charitable contributions and adding to the work of many other businesses which we purchase 
goods and services from. 

Please let the people care for themselves. 


Sincerel 



Boyd Sfhith, President 
TechKnowledgey, inc 


xerox j 

AuthMUMiSotMAgMt j 
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Melanie Radabaugh 
4144 Leith Street 
Burton, Ml 48S09 


January 29, 2010 

Chairman Barney Frank 

House Financial Services Committee 

Washington, DC 


Dear Chairman Frank: 

i am a new, small business owner in Michigan. I am a female owned, garbage/recycling company and I can tell you that 
when my business grew overnight (which it almost did in 6 short months) i needed credit right away to purchase 
equipment to fulfill my new service contracts. Chase said "no” and I went to ELGA Credit Union in Burton, Ml with 
whom ail of my personal accounts/mortgage are through. They worked with me step by step and made sure that 
everything was in order to get the deal done. It was a long process, but well thought out and the lenders there were 
extremely helpful in getting my loans procured.. ..much different than my experience with Chase. Without their support, 
I would not have been able to fulfil! a new S300k plus, S-year contract and my reputation would have been ruined 
before I ever started. I fully support this initiative to allow credit unions a higher lending cap so that I may continue to 
do ail of my banking with them ! 


Sincerely, 


Small business owner in Ml 
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JONES REALTY GROUP. LLC 

Real Estate Investors • Property Management 

February i, 2010 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

As a small business owner, I am writing to urge you to support H.R. 3380. Please 
support the Credit Unions in our communities as they provide services to their small 
business members, who are so vital to job creation. 

i have fc«en a business owner for over 40 years and have always maintained a strong 
relationship with my banker. I recently found myself, along with many other small 
business owners, struggling with the restrictions my current financial institutions wa.s 
placing on me, in a lime vi^en things were already very uncertain. I have always handled 
my banking well and never been late or overdrawn. My credit score is in the high 700’s. 
However, in 2009, getting loans on our rental properties had become extremely difficult, 
despite a long relationship with my commercid bank. . 

I sought financing elsewhere. My credit union came through for me. They did the loan 
vvath better terms and lower closing costs than I had been getting in the past. I had never 
gone to any credit union before, and was pleased to find that they offered a foil range of 
services for ray business. However, I was surprised to learn that my credit union has a 
very low lending cap and is unable to make loans now, despite having ample funds 
available to do so. At a time when we are hearing so much talk about hclpbig small 
busmess get justifiable loans, so they can create jobs, 1 find this situation extremely 
surprising. 

Please consider supporting liiis legislative change in the lending cap for federally and 
state insured credit unions, Help credit unions help our small businesses in our 
communities and our economy io the best way they can. . . Serving! 


Respectfully, 



Jones Realty Group, LLC. 


Hal Jones 
Owner 


P. 0. Box 3506. Suwanee, GA 30024 • Te! (678) 596-2100 • Fax: Request Line • hsjones@fniniJspring.com 
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The Honorable Barney Frank, Chairman 
House Financial Services Committee 
Washington, DC 20515 

Dear Mr. Frank: 

I am 3 small business owner in Milton, Florida. I have owned the local Krystal restaurant since 1996, 
When I purchased the building we are in, it was a drive through location only. 

In 2009, 1 decided it would be in my best interest to expand my building lo include a seating area. This 
would allow me to increase my sales. With the increase in sales 1 would have to hire several more 
employees. 

I approached the local community bank that had my loan at the time. They told me they could not loan 
the money at this time due to the economic situation, I then approached several more banks to look for 
my financing. I was rejected by each one, 

1 found out during my search for funds that Pen Air Federal Credit Union, I was a personal member at 
the time, was doing loans for small businesses. I then approached the Business Lending department 
about a loan for the construction. I was approved within days and closed the loan within weeks. 

My credit union was there for me when none of the banks were. I just want to say thank you to Pen Air 
and all the people I have dealt with. We are now open with the new dining area and business is doing 
great. 

Sincerely, , 


Robyn Baker 
Owner / Krystal- Milton 
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PEACHTREE 

Z^\J\J 


February 2, 2010 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 


Dear Mr. Frank, 

last year, our company was in the process of purchasing and renovating the historic downtown Macy's 
building in Atlanta, Georgia. Our plan was to convert the building into a mixed-use retail, special event 
and conference center. We needed funds to payoff the current acquisition/bridge loan of $ 7,000,000 
and a disbursement of $3,000,000 to complete the property renovations and obtain a certificate of 
occupancy. 

We were not able to acquire the funding we needed through the banking system. 

Instead, we turned to a credit union. Credit Union Business Services worked on our behalf to fund the 
loan with other credit unions. Their commercial mortgage expertise and their willingness to coordinate 
with other credit unions was essentuil to our success. 

We would like to be able to borrow money from our credit union again in the future to fund additional 
projects. My understanding is that our credit union may not be able to provide additional funds due to a 
cap on business lending of 12.25% of assets. 

The business lending limitations currently in place for credit unions should be lifted so that we can 
continue to borrow money from our credit union and acquire the funding we need to expand my 
business, 



180 Peachtree Retail, LLC 
191 Peachtree Street, Suite 3300 
Atlanta, Georgia 30303 


195 PEACHTRGG SFRCET, SUITE 3300 ATLANTA, GA 30303 , W: ?OOPEACHTReG-COr'1 : P: 678 420 3408 j 8:404 736 3639 
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Senators and Members of Congress: 


As a small business owner in Tucson, Arizona I am on the front line of what is and is NOT 
working in our country. 

I own a chain of haircut stores ( www.SportsBuzzHaircuts.com ) and independent trash hauling 
firm ( www.88trash.com l. I manage a medical practice and medical lab and I host a morning 
radio show in our local market ( www.WakeUpTucson.net ). 

Our show covers issues important to our community with a slant towards the role of small 
business in local JOB CREATION. I employ and am responsible every day for over 100 people 
and families in southern Arizona. I serve on non-profit boards and political commissions in our 
region. 

I take all these roles very personal and work long days making sure we stay ahead of 
competition and prepared for whatever Washington may throw at us. This past year has been a 
complete whirlwind for our operations. 

In the 12 years of start up and growth I've filled out DOZENS and DOZENS of loan application 
with local and regional banks. I have been told NO so many times that I all but gave up. We 
resorted to credit cards, using credit terms with our vendors to the max and always doing 
without to growth our businesses. 

ft wusn V until we began working with our local credit union, Vantage IVest (DM Federal at 
the time) that we found ca/iital to expand our hnsinesses. Our local credit union is tlie only 
lending institution that actually look the time to bet on me and my track record. We had sound 
financials and a clear plan of action but didn’t fit the typical large banks lending box, 

Gone are the days of personal relationship in the big banking system. The credit unions work 
and they have my business. 

I encourage you to look long and hard at the role of credit unions like Vantage West in 
getting our country moving and back to work. 

Joe Higgins 

ioe(S)ioehigginsinc.com 

520-631-7400 



529 


▼ VIEWPLUS® 


VifiwPlusTechnologios, Inc, 
1853 SW Aifport Avon we 
Cofvnilis Oregon 97333 U.S.A, 
phone: G4h754.4002 hix; S41.733.G505 


Rick Hein 

CEOOSU Federal Credit Union 
1980 NW9'th Street 
POSox 306 
Corvallis 97339-0306 

Dear Mr. Hein: 

I know that there is discussion in Congress about banks and credit unions and their interactions 
with small business. From ViewPlus' point of view, large banks have been totally uninterested in our 
business, and local banks have beer^ only marginally more interested. ViewPlus would probably not 
have survived without our excellent support from the OSU Federal Credit Union. 

In our early years, beginning in 1999, we had to deal with banks because credit unions wore not 
allowed to offer much service to companies. Only one local bank was even willing to consider giving us 
a credit line, even though my wife and I were witling to back it. (As you know our net worth is 
approximately $2M and our credit rating is perfect.) Linn-Benton Bank finally gave us a $75,000 credit 
line, which was extremely helpful. Unfortunately when they were bought by the regional Umqua Bank, 
that credit line was cancelled for no reason other than that we didn't fit the profile of firms that they 
wanted to do business with. 

Cancellation of our credit line would have been a disaster if the law had not been changed, 
allowing OSU Federal Credit Union to offer us a credit fine and other services such as company credit 
cards and merchant credit card accounts. You not only gave us a credit line but gave us $200,000, which 
has recently been increased to $400,000 at our request. You have done many other things for us loo 
such as finding ways for us to do payroll, to handle foreign money transfers easily, and even to change 
your Internal procedures to make life more comfortable for us. 

Thanks for being such a great partner. Today ViewPlus is a profitable international company 
with sales approaching $3M/year. We certainly wouldn't be there without you, 


John A. Gardner 
President 
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0?Z. Confraciiiigt Inc. 

3475 Mill Valley Drive 
Oacula. Geoi^ia 30019 
(770) g9&^l446 
Mn^v-cflconfracting-com 

TheHoaorabie Barney Frank February 1, 2010 

Chainnan 

House Financial Services Committee 
Washington, DC 


Dear Mr. Frank: 


For eleven years I worked in. the commercial construction business for my father-in-law's company. Tilings 
were going well and I enjoyed die work, but suddenly he became ill and we were at risk of losing the 
company or closing it down. We discussed our options and I talked svjlh him about buying his business, but 
when I looked at the finances I became very concerned. Tlieri the bank cancelled our linc-of-credit and 
would not extend any more funds. Things did not look good. I needed to find a way to keep the company 
going without putting my future at risk. 

Fortunateiy, we were long term members of a credit union and I spoke wtli them about our situation. The 
president of the credit union was very experienced in business lending and had started a credit union service 
organization to assist credit unions thror^hout the state in cnaking business loans. He took time to sit down 
and talk with me about the steps t could taice to help reduce our monthly expenses and provide some relief on, 
OUT commercial loan. The credit union provided an interim loan that kept us in business and then assisted ns 
in acquiring an SBA loan that we used to pay-ofif the bank. 

Before working with Credit Union Business Services, we were aol aware that credit unions could work 
together and use their combined resources to loan money more efficiently. We worked with a commercial 
loan officer on site and they coordinated witli other credit unions and the small business administration on 
our behalf. The entire process was handled locally and vciy professionally. 

By moving our commercial mortgage to Credit Union Business Services and acquiring an SBA loan we were 
able to reduce our monthly expenses, which for a business our size made a si^iificant impact We have 
since expanded and hired several new employees. We would like to continue utilizing credit union loans and 
services whenever possible to assist in our growth. Without them, or by limiting their ability to provide us 
with a loan, we may have been forced to take other steps that would have been detrimental to our business 
and to ourcominunity. 


The business lending limitations currently in place in regards to credit unions should be lifted so my credit 
union can continue to lend money to my business and we can continue to grow. 


Sincerely, 



Searrdtoach 
President/Owner 
CRT Contracting 
Dacula, GA 
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January 29, 2010 


Tli 0 Honorobla Barney Frank 
Chairman 

House Financial Services Committee 


Dear Chairman Fmnk, 


My name is Keith Strickland; I am the Chief Director of Operations for Shelby Rescue 
Squad Inc. in ShoJby, NC. Shelby Rescue is a email business that provides BMS and 
Rescue services to Cleveland County. Wo have boon in operation sine© Marclt, 1959. At 
tbe present time we have 6 ambulances, 1 Heavy Duly Rescue Truck, Wc run 24 hrs. A 
day, 7 days a v/cck, 365 6&ys a year, Slielby Rescue has a total of35 foil time and part 
time employees. 

A few years back Shelby Rescue needed to update their ambulonoes due to being several 
years old and having ft lot of tniloa on thorn and cost of rqjairs. We weru to our 
hometown bank to try and get uaothcr loan ibr a new ambulance but the payment and 
Interest plan was too high for us to try and pay 2 loans each month, 

Shelby Rescue shopped around to try end find a solution and finally found it. The Local 
Oovemment Federal Credit Unionl Not only did they give us a loan, but LGFCU 
refinanoedone ambulance fer us. They lowered our interest rate on both louns plus saved 
us hundreds of dollars each mojith on payments, tf LOFCU had not stopped up and 
agreed to help us when wo needed it wo would still be driving out dated and run down 
equipment. 

Chairman Prank, thank you tor standing up for our Small Business hi Washington, DC, 

In this day and time small business need more options, not fewer ones, In my opinion it is 
the small business owners and employees that keep this great cotxniry of ours going. By 
passing HR3380 this will give small business's a chance to stay alive and create jobs. Not 
everyone can do the job that we do here at Shelby Rescue. If this bill passes it will give 


p . 3 
02/03 
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m tho b«t chance to have state of the art equipmaitt and the best trained personnet to 
keep our coramunity safe. To me it's a win win situation for all sraatJ business's to be 
able to get the best aervico to wicot thek needs. 



Keith Strickland 

Director of Operations, Shelby Rescue Squed Inc. 


p.4 
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Condition of Small Business and Commercial Real Estate 
Lending in Local Markets 

9:00 a.m., February 26, 2010, 2128 Rayburn House Office Building 
Joint Hearing: Full Committee & Committee on Small Business 

Congressman Klein submission for the record 

Submitted By: Ted Bohne 

Business Name: Pino Tile and Carpet 

Contact information: ted(5)pinotile-com, (954) 971-9704 

Dear Congressman Klein, 

My name is Ted Bohne and I am a local business man in the flooring business. 

I was the owner of Pino Tile and Carpet, a provider of flooring to middle class Floridians in 13 locations 
throughout Central, South and West Florida. We catered to average, hard working, retail customers 
that were remodeling their homes. Our customers were looking for a way to improve their home with 
someone they could trust without breaking the bank. We did not cater to the construction industry or 
new construction. 

The primary reason I purchased this family owned and run business in 2001 was because I felt it to be 
recession resistant, i felt that regardless of how bad the a local economy would get, we were spread 
out enough and healthy enough that we would weather the fluctuations in the market. 

Pino Tile employed over 70 fantastic people and had over 60 subcontractor installation companies that 
completely relied on Pino Tile for their business. All totaled, we put dinner on the tables for well over 
300 families. 

We paid our bills, we paid our taxes, and ran a very reputable business were our reputation came before 
making a profit. We started a charity called Pino Tile Children's Charities which has raised almost 
$100,000 for local children in need. 

From mid 2006 to mid 2008 our sales revenues decreased by over 40% to a level we had not seen in 10 
years. On the Friday before Labor day weekend, my bank informed me that they were going to call our 
line of credit rather than assist us as we had asked. Having shopped every bank i could find for over 6 
months , unsuccessfully, I knew this was our kiss of death. 

Pino Tile throughout the whole decline, never lost money, yet the banks would not assist us to weather 
the storm. 

Pino Tile and Carpet dosed its doors for the final time on November 15th 2008. 

Why did it die? 

1.) Local Taxes! 

The cities and counties did not get their budgets in line and save their surplus when the times were good 
and kept raising our millage rates to a point that it was impossible to move out of your house. Taxes 
killed the housing boom. 
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When a family sells their house and buys another one, the economy is stimulated. The family pays the 
brokers, the mortgage broker and the appraiser. The bank gets the mortgage points and fees. The 
family then buys new paint, furniture, FLOORING, landscaping, ceiling fans, kitchen cabinets, {did I 
mention FLOORING), etc. The economy is stimulated! 

2. ) Homeowners Insurance 

After the average guy was complaining about his taxes, he then got his homeowner insurance bill and 
realized he can't afford the home he is in, much less moving. The newspapers found something new to 
scare everyone in Florida with. This gave everyone another reason not to buy anything (because they 
were BROKE). 

3. ) Banks 

The banks put the final nail in the coffin! The banks wrote so many loans without doing their due 
diligence to determine what they were buying. I choose the word buying because it is in fact what they 
did. With the highest foreclosure rate in recent history, the banks have effectively bought these homes 
for what they loaned on. 

The banks are a victim of their own greed. They wrote these loans. They didn't use common sense to 
keep a balanced portfolio and risk pool. They Just kept approving loans. 

They never deserved a bail out. Nobody is bailing out John Q Public. Nobody bailed out Pino Tile and 
nobody bailed out the 300 families that fell victim to this historic economic crisis. 

I am not an economist, but I can assure you these are the reasons that the Florida economy fell to such a 
horrific depth. 

The banks, landlords and vendors that were not able to be paid did what they needed to do and I, like so 
many other businessmen, lost everything. I am losing my home, sold (or turned over) most of my 
possessions , and am in process of personal bankruptcy. 

I spent the first four months trying to find any type of job that would support my family and kids. This 
was a lesson in futility. 

Well the story is now taking a better turn. 

In April Of 2009, my girlfriend of eight years (and daughter of the original Pino) and I took a big risk. We 
invested her life savings into resurrecting Pino Tile. We convinced a location owner to give us a chance, 
begged a few suppliers to buy product (C.O.D.). We told them we would never be able to repay what 
was lost, but would work to earn back what was lost. 

We do things the old school way now. We work the front end of the business 6 days a week and the 
back end of the business each night. My mother came out of retirement to volunteer 5-6 days a week in 
sales. We hired one sales person from the old Pino Tile to start. After about 6 months we were able to 
hire a warehouse man. In January we were able to hire another of our previous sales people. 

We have not borrowed a dime. We take just enough salary to live and put everything we can back Into 
building the business. 
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Our greatest reward is the customers and vendors that support us. Every day we hear customers tejl us 
"Thank god you are back". The encouragement from everyone wanting to see us succeed is 
unbelievable. We thought we were just trying to make a living. We didn't realize that we are actually 
trying to keep a thirty year reputation alive and prove that this economy is not going to take ail that is 
good down. 

If the government and the banks had to fight and survive the way the local business man and family has 

had to 1 wonder where we would be today? 

Sincerely, 

Edward J (Ted) Bohne ill 
Manager 

Pino Tile & Marble, inc 


2 . 

Submitted By: Andy Cagnetta , 

Business Name: Transworld Business Brokers 
Contact information: ac@tworld.com. 954-478-4308 

Dear Congressman Klein (Ron), 

Being a leader in the business brokerage industry has allowed me to see what the lack of capital has 
done to our small business community. 

Basically it has brought growth and expansion to a standstill. Business owners who want to expand or 
help keep their companies open are unable to do so. 

Entrepreneurs understand that the economy has cycles. And they understand risk, and are willing to 
undertake that risk and lose in the short term. They know that every year isn't a winner. And that 
sometimes you have to invest money in staff, technology, equipment and facilities to eventually make 
money. 

How do they do this? SBA financing, credit lines, or other sources of capital. What happens when you 
cant find financing? We lose companies, jobs, and other resources in the community. 

For example, take my company Transworld. In 1999 we were awarded CAPCO money from the state to 
grow. $3.5 million dollars was invested in Transworld. We used only 15% or about $500K of it to open 
new offices, hire new brokers, advertise, and grow. 

We grew from 7 brokers to now over 80 brokers. 1 employee to 7. 1 office to 8 offices state wide. 

In 2003 (5 years later!) we paid the money back, with interest! 

We also in that time have help over 1,000 businesses change hands. That's 1,000 new buyers with new 
businesses investing in employees, inventory, and infrastructure to pursue their American Dream. 
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I am passionate about entrepreneuriaiism, and I know many business owners want to either expand, 
save their current one or start new companies. But they all the lack the capital to do so. In fact I know 
several companies that have closed their doors due to lack of financing. (80 Jobs in one company alone). 

Lost opportunity, lost infrastructure, lost hope. 

What do we need? SBA or alternative financing that works for both the banks and the business owner! 
Think about the SBA financing after hurricanes (the business owner). 

Or how about helping the banks be more profitable with the 7A program. Increase the cap to 5 million, 
with 4.5 points over prime, and a guarantee that is clear and reliable. 

I can speak to this subject all day. 1 truly believe that many business owners are willing to borrow 
capital, invest in their businesses, even if they lose in the short term, and pay the loans in full in the near 
term once the positive cycle has returned. 

Please call me if I can assist you In anyway. 

God Bless America and our Small Business Owners, 

Andy Cagnetta 
CEO 

Transworld Business Brokers 



January 30, 2010 

Congresswoman Carolyn Maloney 

Re Lending situation with small businesses and banks 


Dear Congresswoman Maloney, 

My business, a marketing communications and brand design firm, was established in 
1979, incorporated in 1981. We are also a certified Woman-Owned Business by WBENC, 
the state and city of NY. Over the past 30 years, we have been able to obtain financing 
as necessary. We were also located at One Wall Street Court when the 9/11 terrorist 
attacks occurred, which of course affected our business greatly. 

At the time after 9/11, we were able to obtain various grants as well as a $156,100.00 
SBA loan which now has a balance of about 85,000.00, and a $50,000.00 World Trade 
Center Loan. So naturally this economic recession, coming on the heels of 9/11 has been a 
terrible financial strain. 

We do business with 4 different banks - HSBC, Sovereign, Bank of America, and TD 
Bank. We have been to all of them for help with financing and NONE of them have come 
back with any sort of loan offer. We also went to Chase, Wachovia, and Signature. Again, 
they are not lending any money to small businesses. 

Then the ARC program came out. We figured we would be perfect for it with our SBA and 
small WTC loan. After reviewing our application, they determined that we were NOT 
N.E£.DY..£.N.O.U..G.H.!.!i 

We have had to essentially use all of our personal savings, borrow from some family 
members, laid 2 people off, cut back everyone else's hours and salary (5 people), sublet 
some space and work with free student interns (earning a $16.00 a day stipend) in order 
to survive. Our son sat out one year from the University of Rochester and worked at 
Whole Foods. He is now going back to the City College of New York as we used his U of R 
tuition money to keep the business afloat. We don't go out, we eat every meal in and 
take our lunches to work everyday. We work every single day and I'm pleased to say we 
do have 6 new clients - 2 quite large and one retainer, it seems we will make it - it has 
not been easy. 

When 9/11 happened, as much as i disliked nearly ail of the Bush policies and practices, I 
can say that help, programs and financing were made immediately available to small 
businesses, so much so, that 1 remember saying, "What a great country we lived in!” 


No more! 


538 


After personally campaigning for Obama, making hundreds of telephone calls all over the 
country through the Move-On organization to get him elected, it is so disappointing to 
realize that no one is paying attention to us. Yet we are historically the ones who can 
kick-start the economy with swift hiring, (if we have financing), as we have accounted for 
60 - 80% of the job growth in the last decade. We already employ more than 50% of the 
workforce. But, everyone thinks that we are fungible. 

Besides making financing available, why couldn't you put a freeze on payroll taxes for a 
period (as that happened after 9/11) or suspend all loan payments (to SBA or WTO for 6 
months and have the time of the loan extended on the other end? Or create a fund out of 
the repaid TARP money to provide financing d irec tly to small business, not through the 
banks just as you lent them the TARP money. You should also be providing grants. 

I think what we need to understand is that big banks today are NOT in the traditional 
banking business as we once knew it - of keeping clients' money safe and lending them 
money. They are now in the business of making money from taking companies public, 
representing them in mergers and acquisitions and investing that money made in terribly 
risky imaginary funds that eventually got caught in their imaginary play land and brought 
the whole economy down along with the ordinary public's money, these businesses need 
to be separated. New investment instruments should to be vetted and approved by some 
intelligent committee. Things have got to change so that there are no more intricate 
algorithm made-up financial instruments created by financial engineers who don't really 
understand the total real world impact they could have, they are just looking at the 
mathematical what-if upside only. 

I have written this same information to Obama via the White House web site - did that 
one year ago. I guess my letter didn't get read. 

As our representative, please do some things quickly to help us!!! 


Thank you. 




Mary F. Pisarkiewicz 
Founder/Chief Creative Officer 
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Ilfmii>r3ible ReprcscntatHf Barney Fraak 
< bjifman. llou-iC I 'nancjal Services Cf«nmittee 
’ 1 J') hum I (oum' ( >Rlcc Fkiiiding 
Washnigt.su, IX' 20515 


RI2 C.?ondition of Small lousiness and Commefcial Rea! Estate Lending in L.oca1 Markets 
Hom'jrable Congressman Frank: 


i hank you ibr supporting and permitting public comments to he inserted into ilte hearing of the House 
Financial Services C’rjmmitiee. Please acce|^ this brief €»rres^Widen«: as a public comment regarding 
the akive referenced bearing on Fehmary 26, 201 0. 

Let rae ptx^vide a brief introduction to the oigan! 2 aijon that ! represent. AltaOne l-ederai t 'redit Union is 
a community chartered federal credit union saving the residents of the California Counties of Kem. 

Inyo, and Mono. AhaOne provides competitive financk! services to our membership m both consumer 
and small bu.sines.s sectors. In our small InisifH^ lei^ng ^*fV!ces, this credit union provides loans for 
purchase of commercial property as well business inventory and sccured/unsccured lines of credit. 
AltaOne is also an approved Small Business Admimstration lender by the SB.A. AltaOne has been 
engaged in making loans to small businesses for ov^ a decade now. 

It is clear during these economically challenging times that America needs to put Americans back to 
work in gainful employment. It is an accepted statement today that small businesses are the backbone of 
our American talented workforce and a key mmomic driver to hiring and employing iTK>re Americans. 
Small businesses are also more flexible to adapting to an economic recovery turd willing to pursue isev,^ 
workforce talents. Many .small businesses are dynamically owned by sole proprietors and require more 
capjlal to operate aitd sustain growth for fiiiure employment hiring. 

In order to sustain small hu-sine^jcs and suppt^n their needs to purchase and retain commerelal real estate 
holdtng.s in their local markets, it is necessary for many small businesses to Ixnrow tite required funds. 

In the communities within the ectmomically stricken California Counties AltaOne serves we see many 
solid opjwnunilics to financially liclp and .support small bu.sinesscs recover and return to healthy growth 
again, nits recovery requires infused fimds in the form of sound small business lending. 

AltaOne believes it is critical that cr«!it unions of this nation be allowed to expand further their member 
small business lending by raising the legislatively capped capital limit from 12.25% to 25% for all credit 
unions. AltaC^ne urges you to .support this expanding business lending autoority tor credit unions within 
the hearings of the House Fin^cial SJervices f’ommittee to now help jHit Americans back to full work. 

Thank you for conducting hearings which aJlow for comments from small bieiiness lenders especially in 
contmcreial real estate lending to our local markets. 


Respectfully youm. 


-'Kobert M. Boland 
President /Chief Executive Ofllcer 


NCUA 


.'01 Ssij* £Iw 2 K‘. B® 1S4. ?3S5«'i^ 
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NORTH CAROLINA HOME BUILDERS ASSOCIATION 

P.O.BOX 99090 RALEIGH, N.C. 27624-9090 
PHONE{919)6?6-9090 TOIXFREE i-800-662-7129 FAX (919) 676-0402 
•www.iichba.coin N^'WW.21buildiiigexpo.cam 
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Febraaiy 5, 2010 

The HotiOTable Brad Miller 
U.S. House of Representatives 
1 127 Longwartii House Office Building 
Wasluiigton, DC 205 1 5 

Dear Congressman Miller, 

Thank you again for the giving our members the opportunity to share &eir recent experiences 
with lenders. I received the following correspondence from Michael “Buddy” Smith, a builder 
member fe)m Jackson County. I hope that this helps to further illustrate the frustration our 
builders have with their lenders. 

The discussions of how banks are not working lendvtg money to our industry 
Wfl^ sad and concerning. For as I stated then, I’ve been the victim of being 
. turned down by three banks and one of those twice solely because I am in the 
constf'uction and related businesses. The assets were there as well as a.long 
track record of being in consti-uction (almost 50 years). I was asking for 
only 50% of value on property and for a line of credit with 1 00% collateral. 

"No ” was the an.swer and we spent hours meeting and a lot of money to 
prepare the necessary papers to apply with them knowing what I do for a 
living. It wasn 't much comfort to hear that there were others throughout our 
state that has the exact problem. Some couldn 't even get a loan for a vehicle 
due to being in construction. I could go on, but you get the idea - our banks 
are putting us out of business. 

Thanks for being interested and I hope this will help someone see what 
really happens. 

Sincerely. 

Michael "Buddy” Smith 
PO Box 2626 
Cashiers, NC 
828-743-6888 

Please let me know if I can be of further assistance. Again, thank you for your time and 
attention to these very important lender issues. 


Sincerely, 


Lisa D. Martin 

Director of Government Affiiii^ 
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To Rep. Bamey Frank 

As President of Carpet One Floor & Home of Roxboro, NC, I am asking support of 
the Credit Union lending raising the level to 25% for small businesses. 

Small businesses are finding it increasingly difficult to secure credit from banks and other 
institutions. These small businesses are the engine of the American economy and are 
uniquely posiKoned to create new jobs. Credit unions are ready-and wflling to lend to 
such businesses but many are ounently restricted by a statutory cap on the volmne of 
business loans they can hold. 

That is why I am asking you to support inclusion of a provision would raise the credit 
union member business lending cap from 12.25% of assets to 25% of assets and give 
credit unions tlie opportunity to help small businesses in any legislation aimed at creating 
jobs. If the business lending cap were lifted, credit unions could provide up to SIO billion 
of stimulus to America’s small businesses in the first year alone and create 108,00 new 
jobs at no cost to the taxpayer. 

Credit unions continue to lend, even in these difficult times. In fact, the fastest growing 
type of credit union lending is business tending. Raising the cap will not lead to unlimited 
business lending by credit unions. Credit unions are well regulated by the National Credit 
Union Administration which ensures that credit union loans are in the best interest of 
members. This conservative approach to lending is what helped credit unions largely stay 
out of the current crisis, and it is what makes business loans among the safest loans credit 
unions make today. 

Please give credit unions the opportunity to help small businesses create jobs bv lifting 
the credit union business lending cap - in job creation legislation. 

WE are working hard everyday to keep our store open and prosperous so that they can 
retain and grow employment 1 thank you for your consideration, 

Sheila Clayton 

Carpet One Floor & Home 
Sheila Clayton - President 
500 A Old burhom Road 
Roxboro, NC 27573 
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Commercial Development Group 

Burlington, NC 



1/13/10 

State Representative Nelson Cole 
N.C. House of Representatives 
36 W. Jones St,Rin. 1218 
Raleigh, N.C. 27601-1096 

Dear Representative Cole: 

As a Developer, I would b'ke to ask a few questions and solicit your help or at least an 
explanation as to what is the problem with the banking industry at diis time. 

Several Developers here in the Piedmont Triad of N.C. are finding it extremely difficult 
to renew loans on, Shopping Centers, Apartment Complexes, and Retail Space. In some 
cases thebardcs are just denying the loans regardless of the credit strength of the 
borrower, We are being told by dje banks that the Goverament is telling ftem to get out 
of the business of renewing loans of this type and putting strict regulations on them. We 
. cannot understand this reasoning. Without units to rent, how can anyone become an 
entrepreneur and how will the economy be "stimulated without businesses? 

This is not a solicitation for sympathy, this is a cry for help in resolving the issues with 
the banks. 1 personally have never been late with a payment and I carry a credit score of 
785. I own at least 20 shopping centers across Nortii Carolina. My main business has 
been to go into impoverished areas and refurbish old shopping centers and bring in new 
busings. I can tell you that my success rate is better than most. We have very few 
vacancies. With this kind of history, it is extremely difficult to accept the kind of 
treatment we arc getting &om the banks. It is not just one, but all the banks. 

Witii all tills being said, what is the resolution to tiiis problem? What is the govenunent’s 
position? What are these strict regulations the banks refer to? Will there be intervention? 
What is our recourse? 

Please respond as this shunglehold is going to cause a domino effect. We appreciate all 
that you do for the citizens of North Carolina and in tiiai spirit we know you support the 
small businessman and will give us an ear. We would love to have the opportunity to sit 
down with you and discuss some of tiicse issues.. I would be more than happy to provide 
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■ a foirnn for this type of meeting. We liave considered a press conference to lay before 
the public the problems we are encountering. Let’s work together to make N.C. a strong 

■ and resilient State. We need your help, please do what yon can to assist us in tliis matter. 
We look forward to hearing from you. If I can provide any further information by phone, 
please call me at 336 214 4256. 

Sincerely, 

(Us^ 

David M. Morton or dmmorton@gmail.com 
Morton & Sharpe Commercial Development Group 
1 648 Memorial Drive 
Burlington. N.C. 27215 



Bill Clark Homes 


February 2, 2030 

IKe HofiorableBrad Miller 
U.S- House of Repiesentatiws 
1 127 Longworth House -Office Building, 
Washington, .DC 20515 


Dear Congressm^ Miller, 


it is near impossible to obtain development money from the banics.even if we need Ipts to: 
build on in areas where we can sell homes. This is going to put ppvate builders at abuge 
disadvanta^ against the public builders because they have more access to ffinds. Unless 
something changes sooii the home building industry will be dominated by the publics. 
jliiS'ttdU not fare weilfor^e oOunfry and will pertamly cause more job loss. 


’Sincerely, 



BUI Clark 





200'£astAr}hgton8Jwtl?SultB A • GreenvBie, North Caroifna 27858 
pffice,252'35S-5805 * F9x:K2r355‘28Q6or5S2-:317-0950 
^vi^.blHid^lclTOniescwi 
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Tile Honorable Brad Miller 
US House of Representatives 
1 127 Longworth House Office Building 
Washinglon, DC 20515 


I'n a 55 year old Vietnam vet who happens to be a General Contractor. 

We are a family operated business grossing 1 to 1-5 mil a year, when 
the boom was on we averaged 2 to 2.5 mil a year. We primarily build 
custom, homes so we did not get caught up in the speculative market. We 
built our personal home in 2008 and so did our son. We are looking 
under every rock and knocking on every door to get work.' We are blessed 
to have a new home to build this year and finishing one from last year, 
however we are faced with extreme financial difficulties, since our 
gross is about one third to one half, our bills are not. We are 
registered for govt, work through the SBA, CCR, ORCA, and should have 
our HubZone soon (although this doesn't guarantee any work at least we 
are not giving up) . We need a small business loan, but none of our 
banks seem to be lending. In fact the only business line of credit we 
have is due in April and the community bank told us do to new 
regulations that they will not be able to renew our line of credit. We 
have always maintained excellent credit and we are never late on any of 
our payments. If we are not able to restructure our finances, then we 
will be out of business and ray son's family and our three grandchildren 
will probably lose their home as well. My two granddaughters have 
special needs and this would be devastating to say the least. What can 
you do fbr small businesses and what can you do to help stimulate 
housing? We need your help and there are many others like us. 

Sincerely, 


Jeff Howard 
828-037-9563 


2685 Cook Bridge Rd. 
Murphy, NC 28906 

Phone; 828-837-9563 
Email; info@hdwnccom 


CUSTOMS ~ REMODELS ~ ADDITIONS ~ DECKS.- 


www.hriwnc.com 
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LEVEL BEST 
BUILDERS INC. 


The Honorable Brad Miller 
U.S. House of Representatives 
1127 Longworth House Office Building 
Washington, DC 20515 


Dear Congressman Miller: 

I am writing to you to bring to your attention a new practice that is apparently taking hold in the 
building industry: lenders are now requiring builders to submit financial documentation and aedit 
status reports, even if they are not the person applying for the loan. For example, I have spoken 
to several lenders with whom I work, and they have told me that they know of many instances in 
which Wells Fargo has denied a loan based on the builder's credit score, even though the builder 
was not the person applying for the loan. This would be the final nail in the coffin for many area 
builders, who have experienced hits on their credit due to the market conditions of the past few 
years. The client would not be able to obtain a loan unless they chose another builder, effectively 
putting any builders with low credit scores or past/current bankruptcies out of business. These 
lenders also told me that other banks are discussing implementing these guidelines shortly. It is 
my understanding that Brst Federal has also Implemented this procedure, and it is only a matter 
of time before ottier banks follow suit. 

I also spoke with a bankruptcy attorney with whom I do business, and asked his thoughts on 
this. He stated that he felt that it was "crazy that the banks would want to do a credit check on 
the builder. There are ways to protect the bank and the homeowner if a builder files bankruptcy 
or has credit issues, through the builder's contract and through controls over the funds." 

Attached please find the 2-page document that Wells Fargo is asking a builder to fill out, even 
though the builder is not the one applying for the construction loan (i.e., when a client applies for 
a construction loan with Wells Fargo, they are asked to get these documents filled out by their 
builder). Note on page 2 where it states that they can ask for/obtain personal credit reports, tax 
returns, etc. They are now also asking if the organization or any of its principals has ever filed 
bankruptcy (Item H). 

Please let me know if there is anything more I can do to help. I feel very strongly about this issue 
and am hoping that we can stop this before it becomes a widespread change. 

Sincerely, 


Paul Devereaux 

1 ^ \ - 

tevdl Be^ BuildereTnd 

, POBOX2232 

Carolina Beach NG 


PHONE (910) 617-0692 
hue : (866)542^7971. 

E-MAIL- pdw@charter.net : - 
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Wells Fargo Builder Validation Statement 

Business Banking Services, Real Estate Resource Cen^ (Fax 866-494-1 628) 


Legal Name of Business 

Phone Nund^ 

( ) - 

Tvds of business 


Website address, if aoDlicable: wwvv. 

Corporation 

a 

Mailing address j 

Pax hfaxT^r 

Partnership - Genera! 

n 

I 

( ) 

I - Limited 

u 

City, State. Zip Code 


Sole Proprietorship 

□ 



LLC 

□ 


1. 

Type 


Organization has been in business as a general COTitracttM-for 


of license or "NONE REQUIRED" 


LtG«tse nuji&er 


Tax ID# (Required) 


i 


2. Organization has been in business under its present name for years. 
Previous Business Nam8(s) (if any) 


3. if organization is a corporation or LLC, corhpiete this 


Date of Incorporalion 


0"C-a 


D’S'o 


Ollc 


State of incorporation 


4. Name. Titie, SSN and Ownership % of each partner, sharetoider or member 


Name 

Title 

Social Security Number 

Ownership % 















- 



Number of homes/dollar amounts/the lenders and locations the organizatton has in process on this date. 


Numbar of Homes 


6. Number of hiyrtes constructed, the total dollar amount and price range the organization has completed in the past five years. 


Number of Homes i 

I Total Dollar Am&r,t I 


■■■■■ 




7. List your most recently completed home construction projects, and at least four homeowners v^4^Qfn we may call as references. 


Number of Homes 

Approximate Doflar Amount 

Homeownerfs) 

Phone Number 

Year Completed 










































8. Subcondactor References. Please list your most commonly used subcontractors and their phone numbers. 


Name 

City. State 

Phone # and Fax #r 

Lumber 



Concrete 



Electric 



Plumbing 



Other 

I 


Other 



Other 




NMFL# 0788 03/09 P«5e1crf2 
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Builder Validation Statement (p^) 


9, Construction experience of the principal individu^s ofthe organization 


Name 

Experience 



j 

1 

10. Trade organization affiliatiorVtrade references 

Name 

Address 

Prione # 





1 








11. Bank references 


Name 

Address 

Ph«>e# 

Accouni Number 










i 



12. Title Company References 




Name 

Address 

Phones 















1 3. insurance coverage 


LiBbi'lity Insurance Agent 

$ 

Workers Cotppensalion Agent Ptwne# 


Phor>e<f 
{ ) 


Q If checked, \ certify my organization do^ nrtca^ workers compensation Insurance, because my organization 

does not have any field employees (other ftian myself), and a>l hired subcontractors are required to carry their own 

workers compensation insurance. ^ 

14, Has theorg^iza^n or^ny ^ its ^nci^lseverfiled bankrupt^? ~ □~^es D No 

if yes, give date and attach explanation 

15. \Wb the undersigr^ed certify that the statements and representations made herein are true and complete to the best of our 
knowledge. Should there be any personal or corporate changes within the company, 1/we agree to notify lender of same within thirty 
( 30 ) days thereof. I/We hereby authorize any Welts Fargo Bank affiliate ("WFB') or Wells Fargo Home Mortgage ("WFHM") to obtain 
business and/or personal credit reports, and verify the information represented herein with employees, financial instituHons, trade and 
customer references, and other as it may deem necessary or appropriate in its sole discretion. CERTAIN CREDIT AND PROPRIETARY 
INFORMATION OF BUILDER SUPPLED TO WFB OR WFHM MAY BE NEEDED BY WFB OR WFHM IN CONNECTION WITH THE 
PROCESSING AND UNDERWRITING OF LOANS OR PROJECTS INVOLVING THE UNDERSIGNED BUILDER. BUILDER HEREBY 
CONSENTS TO WFB, WFHM, AND ANY OTHER WELLS FARGO AFFILIATE SHARING SUCH INFORMATION, INCLUDING 
BUSINESS AND PERSONAL CREDIT REPORTS. FORMS 1003 & 1008 , TAX RETURNS. FINANCIAL STATEMENTS, ACCOUNT AND 
OTHER FINANCIAL INFORMATION, PRIOR EXPERIENCE. CONSTRUCTION INDUSTRY REPORTS AND REFERENCES. AND 
OTHER BUILDER INFORMATION. REGARDLESS OF WHETHER SUCH INFORMATION WAS FIRST FURNISHED TO OR 


Owner/Partner/Member 

Title 

Date 

Owner/Partner/Member 

Title 

Date 

Owner/Partner/Member 

Title 

Date 


(To be processed, all Owners/Partners/Members must sign above.) 


NUFL#0788 Ca/24/D9 
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29 January 2010 


PO Box 2915 
Durham NC 27715 

The Honorable Brad Miller 
U.S. House of Representatives 
1127 Longwortli House Office Building 
Washington, DC 20515 

Dear Mr. Miller, 

Please present this letter to the Financial Services and Small Business Committee during 
the February 5* 2010 joint hearing on small business lending as my Letter of Record. 
Briefly, I wish to describe the circumstances of our credit-worthy business that cannot 
get new loans or extend existing loans. 

In October of 2008 (on the day the stock market "crashed"), I had made the decision, to 
list my complete home inventory for the dollar amount ! owed on them. To walk away 
owing nothing but yet earning nothing was tire goal. Survival; to live; to have another 
chance another day. It was this day in October, I had scheduled an auction of two of my 
homes - not because I was behind on my payments or that I could not continue the 
interest payments- but because I wanted to be proactive and move product in the high 
perception of getting a deal tliat the term auction evokes. 

Fast forward a few months and my inventory is moving. I have relationships with most 
regional banks and was seemingly in daily conversations about "what's going on in the 
world and what are we going to do"? I felt threatened by the Bank Representatives 
who, for the most part, I have known for over 8-10 years. Did I mention that I've never 
missed a payment and was never in jeopardy of missing one? I was getting down to the 
few homes on my books that were not as desirable i.e one didn't have a back yard and 
one had a steep driveway. It was during this period that the banks took on an 
aggressive stance in our relationship. By this point TARP money had been doled out 
and my banks were recipients. 


POBoi.29lS 
Durham, NC 27715 

0-91<?.422.2gl8 .1 F-9i9,640.85^E 
'WTv^'.cpUim-design-buydcQnt 



I had made money on a few on my transactions and the banks refused to release the 
funds claiming that the other inventory might move at a loss and they Wcinted to protect 
themselves. That I understand but I have been a revenue stream for them for so long. 

I would like to share a letter that I wrote on March S’* 2009 to a local regional bank after 
this bank would not release our proceeds from a closing again, fearing a loss or a short 
sale from one of our homes that didn't have a backyard or like the one that had a steep 
driveway. I have retracted names and amounts. 

Ones mission to help clients achieve economic success is to mrderstand the client's 
business and the environment in which they operate so that one can better identify^ and 
customize the services they need to succeed. Collectively, the relationship betw'een 
Collins Design-Build, lire, and ytou has resulted in many challenges, many of which 
have been unpunctual requiring last minute arrangements. This is unfortunate. Tliis has 
caused undue stress to all affected members of Collins Design-Build, Inc. 

By the dominant tone of your correspondence we would believe that the bank is 
unaware of the current economic environment and is unwilling to customize its services 
to help both [retracted] and Collins Design-BuHd, Inc. succeed. Imposed fees and 
interest rate increases, while contractually are viable, adds only stress to the health of 
Collins Design-Build, Inc. and cripples its ability to survive this economic storm. 
[Retracted] has yet to be in peril of monies due from our contractual agreements. It 
would be of great value to the sustainability of our company and it would be 
immensely appreciated, if [retracted] could truly consider our business challenges of 
today's market. 

Everyone is crurenf. By not releasing our proceeds in the said amount, in our opinion, 
indicates [retracted] unwillingness to adapt to our current surroundings and will only 
stranglehold our ability to operate. 


PCiBiix2M5 
•DmhaiuNC 277)5 

0-919.«i28J8 1 R-9i9.eiO,S54S 
■srww, coiBns-design-buiid.com 
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As for the remainder of our proceeds from the sale of [retracted]; currently^ Colins 
Design-Build, Inc. would like to use said monies for interest payments. Ideally, you 
would release our proceeds to us and we would write you checks on ox before due 
dates like professional bosmessmen. Questionably, [retracted] doubts om- ability to do 
that. 

We now would like to open the conversation of what to do with [retracted - home with 
steep driveway]. As in previous requests, how can [retracted] and Collins Design-Build, 
Inc. team together to move tliis property? Maturing the note on an aCcelerSed scale 
while feeling the need to do such; increasing die intei'est rate and demanding more , 
collateral will onl}' compound die issue and not allow edier of our companies to 
succeed. How can we customize oiir relationsliip module to accQmpli.sh both of our 
goals with respect to diis property? 1 received a letter from your CEO, [retracted], 
indicating that [redacted] received $ [retracted] million from the TARP Capital 
Purchase Progi'am mostty, and I quote, "...to continue to grcno, to iitiike new loans and to 
protect against the impact tithat appears to be an extended economic downturn. " Point is, we 
are no different than [retracted] in today's market. Only we're not looking to grow or 
take advantage of die situation. We are just trying to survive. We are requesting you' 
help to breathe. Please consider Collins Design-Build, Inc. with your resources in, the 
same manner in which you were helped by the American tax payers via our 
government. 

Respectfully, 

Chad D. Collins 


Current day. 1 have sold my entire inventory at zero loss to any bank. No dings on my 
credit, no late payments. Whole. And now the regional banks whom I've proven to be 
such a revenue stream for wiU not even consider lending for speculative real estate 
without providing unrealistic capital. Then the loan terms themselves would fall .short 
of being enough money to complete the project "We have too much real estate on our 
books" is a common response. So, I went out and tracked down a private investor with 
the purpose of contacting regional banks and looking at land opportunities that lenders 
may have on their books. Knowing that there is growth in non-performing assets on 

tOBKlMS 
Durham, NC 27735 
0-919'.422,28I8 ] P-939.640,85-48 
ww^'.opliim-dcsign-buUd.coin 
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these regional banks balance sheets, the goal would be to strike a deal before prior to 
foreclosure while these lots are in the non-perforining status. Almost like a short sale. I 
was met with "We don't have anything like that." The banks are in denial. 

Let me summarize: 

A- I am creditable company. Awesome credit. 

B- Banks will not lend without unobtainable capital. Stating they have "too much 
Real Estate on their books." 

C- I have a willing Private Investor to remove Real Estate from their books. 

D- Banks Claim they don't have any "nonrperforming" Real Estate. 

Yes, I use someone else's money to earn a living. And to date the lending htuitions' 
have always profited from loaning me money. But I provide jobs for a lot of people. By 
not loaning money for real estate improvements, this revenue stream has stopped. And 
the three hundred or so people that earn a living just through my company are out of 
work. As am I. 


Sincerely, 


Chad D. Collins 
President 

Collins Design-Build, Inc. 

PO BOX 2915 
Durham NC 27715 

919-422-2818 Office 
919-640-8548 Fax 

chad.coEins@live.com 

www.conins-design-build.com 

PO Box 2915 
Duriiam, NC 2^15 

0-919.4224818 ! F-919.,64d.854S 
'WTtTT.coIlinirdesign^fe'uiid.com 



553 


Patricia A. Montanarella 
BuSider/Developer 
P.O.Box 58623 
RaJeigh.NC 27658 


January 28, 2010 

The Honorable Brad Miller 
U.S. House ofRepresentatives 
1127 Longworth House Office Building 
Washington, DC 20515 

Dear Mr. Miller; 

I am a Residential Builder/Developer in Raleigh, NC. I realize how busy you are, so I will get 
right to the point. 

I completed construction of my last 5 unit Townhouse building in the end of 2007, 

about the same time that the Real Estate Market began to crumble. I spent all of 2008 trying to 

.sell these units and was not able to, because financing was no where to be found. 

As a result of not selling these units I had no choice but to lease them out, therefore 
they remain my financial responsibility, in my name which completely halts me from moving 
forward. I could not build anything new again in 2009. I am in this business to build and sell, 
not to hold onto. Having to hold on to these properties has put me right out of work. 

It is now January 28, 2010 and I am still not able to build new product, nor am I seeing much 
improvement with sales if any. I keep hearing unemployment numbers. Well I can tell you from 
my heart, there are many of us that are not being counted in those numbers. 

We are out of work, not being counted, and not receiving any benefits. 

I am 57 years old. I left a corporate position to start this small business before I am too old to be 
in the work force. Never did I expect to see this happening to small business in The United 
States of America. 


Sincerely, 

Patricia A. Montanarella 
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Gnviro-GquipmGnt, Inc. 

Leading Supplier of Quality Environmental Equipment and Supplies 
1-SS8-274-8929 


January 27, 2010 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

My wife and I own two small businesses and we have been in business for 17 years. Our "Woman 
Owned" environmental equipment business employs 14 people and is located in Charlotte, NC. Enviro- 
Equipment, Inc. rents and sells environmental monitoring equipment and environmental remediation 
equipment. Our Customers include environmental consulting companies, universities. Federal and State 
agencies and manufacturing industries. Our second business is a commercial real estate company that is 
run by just the two of us. Chew Properties, LLC, located In Pineville, NC owns 10 commercial buildings 
that are rented to small businesses including our own. 

Both of our businesses were started with funding from my father as the banks we contacted to would 
not lend to us even though we both had professional positions and excellent credit. After we were 
established we were able to get loans from small regional banks for operating capital and equipment 
purchases. During the last several years this money dried up or the terms became unreasonable even 
though we never missed a payment and still had excellent credit. A friend of ours told us about the 
credit unions and that we could become members. Ever since we have had a wonderful relationship 
with two credit unions and our businesses have grown and added new employees even during the 
current recession. The issue we have now is that our business continues to grow and has the need for 
additional capital, but the credit unions have very low lending caps that prevent them from helping us as 
they would love to do. 

Thank you for holding a hearing in the House Financial Services Committee to discuss HR 3380, 
Promoting Lending to America's Small Businesses Act. In this economy, small business owners need 
more options - not fewer! I urge you to allow credit unions to better serve small business owners like 
us by passing HR 3380. This is vital for our on going growth. 




Sincerely, 


Enviro-Equipment, Inc, & Chew Properties, LLC 

Brian E. Chew Sr. P.G. 

Vice President 

Denise L Chew 
President 
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CALABASH FIRE DEPARTMENT 


Calabash, North Carolina. 


892 Penimmon Road 
Calabash, North Carolins 28487 
E-Mail - cvtii;g)fltmc.nat 


Emergency Calls Only . 9! I 
Business Phone (910) 579-235S 
Faj - (9t(>>S7»-St)24 
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January 28, 2010 


The HoEoiable Barney Frank 
Chairman 

House Financial Services Coimnittee 
'Washington, DC 

Dear Chairitian Frank, 

Let me introduce ourselves. We are a Not For Profit Ckiiporation koovm as the Calabash Fire 
Department, Inc. The function of the fire d^artment in our cotcmimity is to protect and serve, not only 
Fite, but to include Rescue, and EMS. The Calabash Fire Department is located in Calabash, North 
Carolina and serves 29-5 square miles. The 29.5 square mile area consists of the Town of Calabash, die 
Town of Carolina Shores and parts of the sunounding area in Brunswick County. We have 1 1 full time 
employees, 12 part time employees, and 26 voluntcets. 

The name of our Credit Union is UOFCU which stands for Local (jovemment Federal Oedit Union; the 
main office is located in Raleigh, NC 27626-2561. The relationship between the Calabash Fite 
Department and LOFCU began when we were looking to consolidke the loans we had under one 
umbrella. Mr. Bill Carter of LGFCU was able to provide better rates and terms that fit our Corporation 
perfectly. "We had looked elsewhere, and just could not find a fit, mterest rates to high, and tha duration 
of the loan was just too long. 

We want to thank you, Chairman Frank, for holding a hearing in the House Financial Services Committee 
to discuss HR 3380, promoting lending to America’s Small Businesses Act. In this economy, small 
business owners, and Community Service Corporations need more options - not fewer! I urge you to 
allow credit unions to better serve small business owners, like us by passing HR 3380. 
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392} Swisei R'ldge Road, Suite 20J 
Raleigh. NC 27601 

January 25, 2010 

The Honorable Brad Miller 
U.S. House of Representatives 
1 127 Longworth House Office Building 
WasUngton, D.Ci 20515 

Dear Congressman Miller, 

I am a Homebuilder/ Developer from Ralei^, NC and over the past 15 years my company has 
consistently produced betw^n 75 and 125 homes per year in the Triangle area. As a small business owner 
I have ^ioally employed 25 hard woridng men and wom^ to accomplish the work require to build 
homes for our homefauyeis. 

lam specifically writing to egress my deep sense of concern for the survivability of our small businesses 
in Nordi Carolina and the incredibly difficult banking environment that we now are having to deal with. 

In the current economic crisis I have pared my staff to 5 employees and have over the past 2 years 
liquidated my land holdings frpm over 200 building lote to a current inventory of 89 ready to build on 
lots. Iwas strongly encouraged by my banks to reduce my inv^tories and have done so underthe 
pressure of that encouragement at a tremendous finar^ia] loss. I would continue to sell off these lots but! 
am not able to fiiid abuyer who can firid a financial institution who will make a loan for a building lot 
that d(tes not already have a home sold on ft. i have historically worked with a single lender to finance my 
acquisition, development and construction (AC&D) loans. In September of last year one of my AC&D 
loans came up for lenewai. As I have always done 1 called 60 days in advance to begin the process of 
communicating my desire to extend die loan for anotoer year. I was told that because my loan was a real 
estate loan it was now being handled by the bank’s Troubled Ass^ Department and that they would 
contact me and that I should continue to malce the interest payments. It took 60 days for the appropriate 
ffiiks to call me at which time i was asked to appear personally before several Troubled Ass^ Managers. 
We began. a process thatmcludcd the bank defaulting my loans which they later rescinded and the 
negotiation to extend the levins took over S mouths. I am now cross collateralized, 7 have a much 

position in the deals smd evciy asset Whiicb J own is now tied to the performance of toe real estate 
market, The privilege of having my loan extended for 6 montos through fee end of 2009 cost me over 
SI 00,000.00 in legal fees, of which over two-thirds were incurred by the bank which I was required to 
pay as a condition to toe extension. Another contotion to my extension was that the bank was not 
obligated to fund construction loans for any homes sold. Fortunately, I was able to find a local lender who 
allowed me to finance the construction of homes sold. We built 26 homes tois past}^ar. 

It is now toe end of January arid 1 ani once again in toe process of renewing tois lomi for wh^ I hope will 
fora 12 month term. However, I am once again at toe mercy and subject to toe timing of toe financial 
institution. Last year when 1 was in toe slow process of renewing my AD&C loans wito ray banki had 
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been shopping for another banlc to see if I coojd move some of my loans before the bank had absorbed all 
of my equity out of the land assets. I entered into discnssions and bad a verbal approval to move one of 
the communifiBS I had developed which had about 40 lofs left in it to anoflier bank. The beauty of the deal 
was that I had paid the initial loan back in such a manner that the new bank had agreed to finance a deal 
in which the estposure to the bank amounted to just twen^ five cents on the dollar! While the bank had 
verbally agreed to malce the loan I was infomied that regulators had visited flie bank and that a closing 
would need to wait unfit they had completed their review of the baric. Upon the completion of the FDIC 
review the loan officer called me and iu&nned me that the bank had no choice but to rescind their verbal 
approval due to the fact that their loan portfolio relating to real estate had been ^emaficatly written 
down and they could not add another real estate loan to their portfolio. I was however, encouraged fliat 
once things stabilized they would love to make a loan on my project because it was such a low risk 
investment I mention this story to reflect that I have to the point of exhaustion attempted to relocate my 
AD&C loans with other lenders, private equity firms and or bralcers and the above example is as close as I 
got on any one of the four loans I am currently working throu^. I have continued to seek other banks or 
ftmding sources for the construction of homes and have been unable to locate a bank willing to do 
business with someone in roy industry (hat they are not already working with. I have also in file past 
several months had to let a couple of projects which were under contract for a couple of years bnt not 
closed go into defeult because I could not find a source for acquisition and constraction financing in order 
to complete the terms of my agreements with developers to whom I have forfeited earnest money deposits 
due to the defaults. 

My story is not unique, every time I find myself in the company of my builder and developer peers file 
greefiugs of "How are you doing?^ and “How’s business?” tend to have the meaning of 
“Are you still aliye?" As I stated earlier in this letter I am gravely concerned for the ability of small 
businesses to survive without the flow of credit in our communities. I am abhorred to read flie stories of 
record profits by financial entities and bonuses paid to workers which received bailout monqrpaid forl^ 
the US taiqrayers from the Congress and in the meantime I as a small business owner have used all of my 
resomces tp keep my company, which my employees and I have built with our sweat, alive in order to 
provide my ernployees and their families as much security as possible. 1 arn afinid that the message I am 
receiving fiom my federal elected officials is that unlike the Wall Street firms which were “too big to fitil” 
Oide South Homes in Raleigh, NC is disposable and insignificant. 

I plead toyou and your colleagues to encourage our lending institutions large and small to begin making 
credit to small businesses who are the financial backbone of our communities. I am happy to disouss my 
situation with yon any time. 


Sincerely, 


Frank Wiesner 
Olde South Homes, Inc. 
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JTV MANAGEMENT CO. 

1 508 Military Cutoff Road 
Suite 302 

Wilmington, North Carolina 28403 
(910)256-0101 

January 29, 2010 


Senator Richard Burr 
Representative G.K. Butterfieid, Jr. 

Representative Walter B. Jones 
Representative Vii^inia Foxx 
Representative Mike McIntyre 
Representative Sue Myrick 
Representative Heath Shuler 
Representative Brad Miller 

Dear Senators and Representatives: 

This letter is written to inform each of you as leaders of our great state that the 
financial market for small business loans, especially those involved in real estate related 
development projects is nonexistent It is not for a lack of need or desire that small 
businesses can’t find financing and continue a downward spiral creating massive 
unemployment The fiindamental problem lies in our financial system whose business 
philosophy as gone fit>m overzealous lending to fear and panic retrenchment 

We are all told that banks will not loan money to any real estate related projects in 
North Carolina especially in the coastal region because of the pressure bank Boards and 
Management receive fi-om both the FDIC and State auditors. It is amazing to me as a real 
estate developer, taxpayer, former Chairman of a small community bank, how oxa- federal 
government continues to speak out of both sides of its mouth. We constantly hear of 
programs that are available to small businesses and are constantly shown the door at 
banks on Main Street to eadt and every loan request proposed. 

I am sure you understand as elected officials of our great state tiiat what happens 
on Wall Street does not happen on Main Street. The government saved file banking and 
financing systems fi^om collapse at the expense of the same taxpayers who were asked to 


Senator Kay Hagan 
Representative Bob Etheridge 
Representative David Price 
Representative Howard Coble 
Representative Larry Kissell 
Representative Patrick McHenry 
Representative Mel Watt 
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bail them out. Now our federal govermnent through its regulators (FDIC) is foreclosing 
on businesses and properties of the same tax payers that they called upon to save the 
financial system. 

I iBcommend that Federal government grant the FDIC authority to allow banks to 
serve their customers and communily with a lot more compassion and a lot less fear and 
trembling. Wall Street and Washington, DC can talk about the emergence of a recovery 
all they want hut Main Street in North Carolina is still mired in a deepening, prolonged 
recession with the end nowhere in sigJiL Please answer one fundamental question - why 
did banks receive Tam Money and businesses they loaned money to are eiflier being 
foreclosed on or constantly pressured to make loan curtailment payments? Anyone 
wonder why our unemployment rate in North Carolina is growng? To produce jobs a 
business needs capital. Bank loans are the principle source of business capital. No 
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SHELBY RESCUE SQUAD 
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RBSCUE SQUAP, IMiD. 

fta? W. MAAIOM street < PX>. BOX 7T7 
SHELBY, N.C. 28160 
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January 29, 2010 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 


Dear Cbairman Frank, 


My name is Keith Strickland;! am the Chief Director of Operations for Shelby Rescue 
Squad Inc. in Shelby, NC. Shelby Rescue is a small business that provides BMS and 
Rescue services to Cleveland County. We have been in operation since March, 1959. At 
the present time we have 6 ambulances, I Heavy Duty Rescue Track. We run 24 hrs. A 
day, 7 days a week, 365 days a year. Shelby.Rescue has a total of 35 fiill lime and part 
time employees. 

A few years back Shelby Rescue needed to update their ambulances due to being several 
years old and having a lot of miles on them and cost of repairs. We went to our 
hometown bank to try and get another loan for a new ambulance but the payment and 
interest plan was too high for us to tiy and pay 2 loans each month. 

Shelby Rescue shopped around to tty and find a solution and finally found it. The Local 
Government Federal Credit Unionl Not only did they give us a loan, but LGFCU 
refinanced one ambulance for us. They lowered our interest rate on both loans plus saved 
us hundreds of dollars each month on payments. If IXJFCU had not stepped up and 
agreed to help us when we needed it we would still be driving out dated and run down 
equ^meat. 

Chairman Frank, thank you for standing up for our Small Business in Washington, DC. 

In this day and time small businera need moie bptioirs, not fewer onra. In my opinion it is 
the small business owners and employees that keep fliis great country of ours going. By 
passing HR3380 this will give small business’s a chance to stay alive and create jobs. Not 
everyone can do the job that we do here at Shelby Rescue, If tte bill passes it will give 
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BHO-BY RESCLE SQUAD 
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US the best chance to have state of the art egtiipmeot and the best trained personnel to 
keep our community safe. To me it’s a win win situation for all small business's to be 
able to get the best service to meet their needs. 


Sincerely, 




Keith Strickland 

Director of Operations, Shelby Rescue Squad Inc. 


03/03 
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P. 0. Box 3062 


Yja. 7 ^awnihip Jife 

4 C.. n CaUn. 


New Bern, N. C. 28560 


28 January 2010 

The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Deaj' Chairman Frank, 

I am tlie treasurer of No. 7 Towship Fire Department in Craven County, NC. We have 
been established since 1 959 and serve the citizens of New Bern, NC. We are an all- 
volunteer department with 5 1 firefighters. We are established as a non-profit corporation 
and receive the majority of our funding &om the county. 

As a non-profit corporation governed by a board of directors, we must obtain our own 
financing when we need to purchase the equipment required to adequately protect the 
community we ser\'e. Back in 2007, we needed to purchEse 42 new and updated air pack 
breathing apparatus for our volunteer firefighters. We were able to get a loan from Local 
Government Federal Credit Union for die purchase of this new equipment and to 
refinance an existing fire truck loan, ail at a lower rate than our current bank was offering. 

Thank you for holding a hearing in the House Financial Services Committee to discuss 
HR 3380, Promoting Lending to America’s Small Businesses Act. In this economy, fire 
departments and stpall business owners need more options— not fewer! I urge you to 
allow credit unions to belter serve us by passing HR 3380. 


Sincerely, 



Ed Weigl 
Treasurer 

No. 7 Township Fii^ Department 
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PARKWOOD VOLUNTEER FIRE DEPARTMENT, INC 

PO Box 12224, Research Triangle Park, NC 277Q9 
1409 Seaton Road, Durham, NC 27713 
Phone 913-361-0927 • Fax 919-544-7296 

www.pvfd.com 



January 28, 2009 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 


Dear Chainman Frank, 

The Parkwood Volunteer Fire Department is a non-profit organization that contracts with 
Durham County Government In providing fire protection and emergency medical services to 
citizens of Durham County, NC. We have more than 56 paid and 52 volunteer fire/EMS 
professionals, in 2009, we responded to 5,370 fire/EMS calls for emergency assistance. 

We are currently renovating one of our three stations to enhance our EMS operations to the 
citizens of Durham County. After a month researching local banks, we discovered the Local 
Government Federal Credit Union (LGFCU) offered our fire department the best terms and ban 
rate. The LGFCU offered us a common sense approach In securing the financial resources 
needed for our station renovation. 

Thank you for holding a hearing in the House Financial Services Committee to discuss HR 3380, 
Promoting Lending to America's Small Businesses Act. In this economy, small business owners 
need more optbns — not fewer! I urge you to aHow credit unions to better serve small business 
owners like me by passing HR 3380. 

Sincerely, 

[jJl 

William L. 

Chief 
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Piney Grove Volunteer Fire and Rescue Departmpnt, inc. 
Chief Randall T. Boik 
"Save LVes and Conserve Property' 


January 20/ 203i) 


th^j^Mnorable Barney FranV 
Ch:$jrman 
Ho^Financial SeNces Comiviinge 


^airman Frank* 


j^ey^roveVeriunteerFlresnd Re^eOepartinen^ Incorporattd is a combination firsd^artment 
lersonnel and volunteers) located tn Piedmont Nmlh Carolina between Winston'f slemand 
^boro. We serve a district of over seven square miles and 7{)QO c{ti 2 eni^in a sabur lian/rural 
. Our four full time and ten part-time personnel ateng wftb our thirty volunteers provide 
lency medtca!. rescue and fire services to a community dfsingle.^m.lly homes;, schools, churches 
!verai small businesses. Our budget Is supported by direct property taxatirm thro' igh our County. 

If two ago the Department began searching for attractive, Iqw interest, nege UabJe termed 
^or an existing truck loan and a new loan for new apparatus^. After approaching to al traditional 
ij in the region we looked at the Local Government Federal Credit Union bcafod ii> Raleigh, North 
a flGFCU). IGFCU was able to assume pur existing foen on a fire truck and rfvalke a new loan for a 
|d purchase at lower rates and a per annum payment that was better to budgiat h r and saved the 
lag^yera conskterable monies in loan interest We were able to decrease ouruuck pi yment by over 
W one apparatus and secure a new truck loan for less ti^n 49^ 

Vvje wve whole heartedly supported OUr local credit union and heve let other depcfttn^ kits in our area 
kribw of the v^e of service and commitment the Credit Union has shovm us. Owr Boa rd is investigating 
tlfo ferchase of a new Are truck in the nea r future and we will certainly caH upon our fi lends ai local 
Gli^ment Federal Credit Union to assist us in this endeavor. 


thank youfor your consideration ofthe bill HR aBBOandweurgevoilitosupportthg 
|t unfons in lending fo businfisses like ours. Tfionk you for holding a hearing In- t/w^oose FirtQftdal 
Committee to d^ussHF338Q, PromatiaglentimgToAme/ica'sSmifBitsfaes^sAct- inthis 
smofl business owners need more options ~ not feiMri I urge you to c/tesvcrpit un/ons to 
iji®rsfiA« small business owners like ms by passing HH B380. 


RO, 8(^38 • 1 ]Q9 Pirey Grove Rd. 
(<femei|le. NC 27285-0336 


ErhergencyDial: 911 
PHone; 536.993.6721 
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4021 District Di1ve ■ R 


January 27,2010 


The Honorable Barney Prank 
ChaJmian 

House Financial Serwces Ct »mrr itteij 
Washington, DC 


bear Chairman Frank, 

Western Wake Rre Rescue, Inc . (ot.ate 
organized to meet the needs oi Wake 
munidpai fire and rescue servhes. W 
approximately 50 in number, a )d pro 
Fire Services In Wake County. 


Western Wake Fire Rescue. Inc ha: e 
CrecSt Union for nearly two yej rs. Ou 
way to manage loans for tv/o o ' our ft 
available to tisfor refinanong c ver at 
maintain "die vehicles attfi s hi|h qua! 


Thank you for holding a he arinji in 
Promoting LendingtoAmerica'sSma 
needmoreoptions-notfewer. tu 
businesses like Western Wake "ire 



Name; David L Cates 

Title: Fire Oiief, Western V'/ake Fire 


2/3 -d 
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January 29th, 2010 


Hockftsh Fire Department 
7600 Philippi Church Raoh 
Raefortl,M.C.2837S 
91DS75-4SeO 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

The Rocitfish Fire Department is In a growing community in the eastern part of Hoke County. Our Fire 
Department provides fire, rescue and ems services to the community and surrounding areas. We had a 
need to expand the department due to the increasing number of calls we receive each year and the 
number of members on the department, 45-50 members. The building we were in became too small for 
our daily operations and the needs of the community. 

Working with the Credit Union was very easy and was very helpful In seeing that our needs were met 
and that we were able to do more with our money than the other banks were allowing us to do. The 
Credit Unbn had the best rate as we shopped with four other banks and we could easily see that they 
wanted to help us with our expansion of the station and any other future needs that we may need. We 
feel strongly that If it had n't been for the credit union that we may not have been able to build the 
current building that Wre are now In. 

Thank you for holding a hearing in the House Financial Services Committee to discuss HR 3380, 
Promoting Lending to America's Small Businesses Act. In this economy, small business owners need 
more options - not feweri I urge you to afiow credit unions to better serve small business owners like 
ours by passing HR 33S0. 


Sincerely, 

G. Todd Wood 
Rockfish Fire Chief 
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HELP 




February 2, 2010 

The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank: 

in anticipation of your scheduled hearing on business lending issues I am writing 
to express Self-Help Credit Union’s support for HR 3380, the Promoting Lending 
to America’s Small Businesses Act. 

As you know HR 3380 would raise the credit union business lending cap from the 
current 12.5% of assets to 25% of assets. This change is estimated to provide 
an additional $10 billion in small business credit nationwide in the first year and 
result in 108,000 new jobs nationwide. 

Since NCUA low-income designated credit unions can make business loans 
without regard to the current 12.5% business lending cap, this legislative change 
would not affect Self-Help Credit Union. However, based on our long experience 
as a small business lender, Self-Help believes it would be good for small 
businesses and good for the country if the cap was increased and the vast 
majority of credit unions were given greater leeway in providing credit to small 
businesses. 

As President Obama underscored in his State of the Union remarks, job creation 
is a key priority in 2010 and the main engine in job creation has always been 
small businesses, increasing the cap on credit union business lending will only 
help small businesses, especially in this time of tight credit availability. And 
further, this change is budget neutral. 

Thank you for your consideration of HR 3380. If Self-Help Credit Union can be 
helpful in discussing our history of business (ending then we are glad to do so. 


Sincerely, 

David Beck 

Director of Public Policy 

Self-Help Credit Union 

301 W Main St Durham NC 27701 

(919) 451-1810 

david.beckf5)self-help.orq 
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A Tasteful Solution 
Catering & Event Planning 


February 1st, 2010 



The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

My name is Erin Lamberti I own A Tasteful Solution, Catering and Events. We provide catering 
and event planning for consumers in the area. We are located in Davidson, NC and currently our 
company employs three people. 

We have been members of Truliant Federal Credit Union for one year. During that time we 
approached them about a loan for om- business and the folks there listened to our needs and 
provided us the credit to help us. They truly wanted to understand my business and help us 
succeed. 

Chairman Frank, thank you for holding a hearing in the House Financial Services Committee to 
discuss HR 3380, Promoting Lending to America’s Small Businesses Act. In this economy, 
small business owners like me need more options - not fewer! Please allow credit unions to 
better serve small business owners like me by passing HR 3380. 


Sincerely, 


Erin Lamberti, Owner 
A Tasteful Solution, Catering and Events 


Estecutive Chef 85 Owner: Erin Lamberti 
tastefalsolntionfSicarolina.rr.com 
704 - 258-8294 
www.tastefnisolntion.com 
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Fifth Wheels 

Wheelbase Changes 

LubricaUon Systems 

Reorders 

Suspensions 

LfR Axles 

Pump Systems 

PTO^ump 

InstallaSons 

Fenders 

Computer Systems 

Bug Shields 

Cab Guards 

Safely Equipment 

Toot Boxes 

Decals- Install and 
Removai 

And More 


1622 Palter Drive 
Charlotte, NC 
28208 

Phone: 

704-334-0322 

704-3S«374 

E-mail: 

canamtit@ 

caralina.rr.com 


Can-Ain Custom Trucks, Inc. 


January 27,2010 


Tlie Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

We are a woman-ovwied small busings located in Charlotte, North Carolina diat speciali:KJS in 
modification and installation of equipment on heavy duty trucks as well as tfie manufacturing and 
installation of truck beds and bodies in the medium duty truck market. We are leading our industry 
in the ''Green Initiative”. I..ast year, we completed the “re-powering" of 90 FedEx vehicles by con- 
verting their older model units mto hybrids. These units are the first in the United States and are 
being cutrenlly utilized in California. We currently have 12 employees but was able to add more 
than 40 jobs during the FedEx fwojecL 

We had several large prryects, such as the one for FedEx that could only be completed with the help 
of a Line of Credit. Wc had previously utilized Bank of America for our checking and had a good 
banking rclaUonslup with our “Small Business Specialist". W; had invited him a number of limes 
to visit our facility to sec what we do and he never came. When we attempted to open the Line of 
Credit, it w'as sent off to their “Small Business Center” located somewhere in die North and we 
wa-e informed that the local branches cannot make any of those decisions. Sevwal week.s later, we 
received a letter of denial, without anyone contacting us from the bank. 

We have built our business by building strong relationships with our customers and bad always 
hoped to develop (be same t 5 T>e relationship with a bank. Charlotte Metro Credit Union opened a 
branch near our faciliQ' so wc decided to give them a try. We immediately felt "at home” and have 
developed great relationships with a number of tlieir employees. Wc are frequently visited by 
Charlotte Metro’s Business Development Consultant. During one of his visits, we shared witlt hurt 
some of the upcoming projects and the opportunities they presented but also the strain that it would 
put on our cash flow. WitJiin days, l»c had a Line of Credit opened for us. Without Charlotte Metro 
Credit Union and die Line of Credit, we would be limited on die projects that we could bid on 
which would greatly decrease our work load, and aliimatcly lead to loss of jobs. We truly value 
Cliarlotte Metro Credit Union and praise than for the impact that they have had on Small Busi- 
nesses in our area. 

Thank you for holding a hearing in the House FinMicial Serwees Committee to discuss HR 3380, 
Promoting Lending to America’s Small Business Act. In this eexmomy, small business ovsners need 
more options, not fewer! I urge you to allow credit unions to better serve small business owners 
like us by passing HR 3380. 

Sincerely, 


Terry Potts, President 


Thmmy McElreaUi, Vice-Presidoit 
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Xpress Shop & Xpress Shop # 2 
1920 Back Creek Dr. Ste B 
Charlotte, NC 28213 
(704) 494-3874 


January 28, 2010 


The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

My name is Bankim Patel; I work for/own Xpress Shop & Xpress Shop S2. We provide convenience store 
/ gas station for consumers in the area. We are located in Charlotte, NC and currently our company 
employs six employees 

We have beenmembersofTruliant Federal Credit Union for more than 6 months. During that time we 
approached them about a loan for our business and the folks there listened to our needs and provided 
us the credit to help us. They truly wanted to understand my business and help us succeed. 

Chairman Frank, thank you for holding a hearing in the House Financial Services Committee to discuss 
HR 3380, Promoting Lending to America's Small Businesses Act. in this economy, small business owners 
like me need more options - not fewer] Please allow credit unions to better serve smalt business 
owners like me by passing HR 3380. 


Sincerely, 



Bankim Patel 
President 
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family SUProETSfiEWCES. roc.. 

' l^ch^e^ HC M8 


Tanya Jmes 
PresiiteQt^ CEO 

. Cynthia Carter 
CFO 


KermittK Wadddt, Esq- 
Ctounnan 


Januaay 27| 2010 


Tijfi Hoaorablc Barney Frank, Chairman 
House Financial Services Committee 
Washin^on, DC 


Barbara ^ber 

ViceCbair 


Xkx Gibson 
Treasurer 


Donald Flawors 
Mcndwr 


lorry Metton 
Mtiehor 


Dexier ffUl 
Member 


ShMfy Fvlfon, E^. 

<^USirtd CStkf Stpcreir 
Court Jtidgc) 


Dear Cbairman Frank, 


My name is Ttuiya Jones. 1 wettk foi/own Fmrnly Suppeb Services Inc. Wc 
provide Convmmtty beaed residentia} services to Adults Developmental 

Delays and/or Mental Ulness tor consumers in Ihe area. We aie located in 
Charlotte, North Caroilm and emrendy our company entoloys 46 people. 


We liay e been msinbras of Trailianl Federal Credit Union [for 2 years. Durii^ 
diaftiinB wc approaciied them about a loan for our bnsineps. The folks there 
listened to our needs and provided us die credit to help us They truly wanted to 
understand my business and help as succeed. 


Thank you, Cbairman Frank., for bolding a, hearing in the House Financial 
Services Committee to discuss HR 33S0, Promoting LemUag to America’s 
Small Businesses Act. In this economy, small iusiness oivners like me need 
more options - not fewer! Please allow credit unions to better serve small 
business owners like me by passing HR 3380 . 


Sincerely, 

J 

CAtjVHAA^ 

famta Jprter 
PresidetU/CEO 



93) Wilann Drive 
CharloUe, NC 28215 
704-563-1386 otfe 
704-563A587 &x 
Ejuajl: feiajgbeUsoaftjjet 
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XPRESS TRAI^PORTATION, INC. 

3300 BATTLEGROmiD AVB. SUITE 330 
GREENSBORO, NORTH CAROLINA 27410 
U.S. 800-461-0152 LOCAL 336-856-0440 FAX 336-856-0444 
Web: www.Xvressli. com E-MAIL: xpressli(aXriad. rr.com 
MEMBER; UHA 


Januaiy 27, 2010 


The Honorable Barney Frank 
Chainnan 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

My name is Richard Alston I work for/own Xpress Logistics, Inc. We provide Trucking and 
Logistics for consumers in the area. We are located in Greensboro, North Carolina and currently 
our company employs 30 employees. 

We have been members of Tmliant Federal Credit Union for 6 years. During that time we 
approached them about a loan for our business and the folks there listened to our needs and 
provided us the credit to help us. They truly wanted to understand my business and help us 
succeed. 

Chairman Frank, tliank you for holding a hearing in the House Financial Services Committee to 
discuss HR 3380, Promoting Lending to America’s Small Businesses Act. In this economy, 
small business owners like me need more options - not fewer! Please allow credit unions to 
better serve small business owners like me by passing HR 3380. 


Sincerely, 

Richard Alston 
President 

Xpress Transportation, Inc. 



J^Cpress Transportation Inc. 


Transportation Specialist! 
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NORTH CAROLINA 
CREDIT UNION LEAGUE 

Cornmitind to helping credit itfrions fffcceed 


januasy 29, 2010 


Post office Box ^937? 
(;irc-:<?,T^bnn-!, NC 27.179-1579 


^KiQ Piedninne Paflcp.'av 
Grocn^^yro, NC 27410-8109 
800-H22-8839 
33r>299-fi2K6 

www^ncletague.org 


The Hoflcjiablc Baincy Fraak 
(.chairman 

House pinanckl. Services CoinxnJttce 
Washington^ DC 

Dear Chairman Frank; 


Thank you for scheduling a healing on business lending issues. As you know credit unions 
hare been asidng Congress to ease the testderions on the busincs.s lending we do by passing 
HR 3380j the Ptvmoting )^ndi}ig ioAjsmca’s Snrall ^usmefses Asl Tliis critieai legislation will 
enable cieclif unions to offer needed credit to busdnesses throughout the country. 

As President Obama utiderscared !n his State of the Union Remarks earlier diis week, job 
creation is a key Federal priokt}' in 20t0. As they have been doing since the beginning of the 
credit crisis, credit un.loos in NC are iready to assist small business owners in their efforts to 
create and preserve jobs. 

Raising the credit union business lending cap to 25% of assets will provide up to an 
additionai $t0 bil.lion. in. smalt business credit nationwide in the first year, resulting in 108,000 
new jobs o.ationwidc. This benefit to both small business owners and ro imemployedpcople 
comes at absolutely no cost to taxpayers. 

Credit unions did not participate in die lisky loan pcactice.s that caused the finan cial crisis, 
l?ut we have been and will continue to be part of d).c solution to the problems we fiicc in HC 
and across the country. 


C>n behalf of the 95 credit unions and more tlian three million credit union members in NC 
we appreciate yeur aimmitmcnt to the hearing. We ate happy to answer any questions you 
nod yovu: staff rnay have in. die coming weeks. 


fiincerely, 



x- y'] onii jyasacbaitgh 
Presidem/CEO 


A M £ B 5 0 A'S 

Credit unions' 

a* ibA am An n»r.* 
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January 27, 2010 

The Honorable Barney Frank 
Chairman 

House Financial Services Committee 
Washington, DC 

Dear Chairman Frank, 

My name is John K. Marks; 1 own John Marks & Associates, Inc My company is celebrating its 30th year 
in business. We provide real estate services including brokerage, developing, and new home 
construction for consumers in the area. We are located in Greensboro, NC and currently use mostly 
small business vendors with a total of over 100 emptoyees for the construction division. 

We have been members of Truliant Federal Credit Union for over S years. During that time we 
approached them about a loan for our business and the folks there listened to our needs and provided 
us the credit to help us. They truly wanted to understand my business and help us succeed. 

Chairman Frank, thank you for holding a hearing in the House Financial Services Committee to discuss 
HR 3380, Promoting Lending to America's Small Businesses Act. In this economy, small business owners 
like me need more options - not fewer! Please allow credit unions to better serve small business 
owners like me by passing HR 3380. 


Sincerely, y 


dohn K. Marks 
President-Owner 


RO. 80X9332 Gfeer»ax5ro, Norfri Carc^ 27429 33^272-6224 
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NORTH Carolina 
CREDIT Union league 

ComtnlTted ro helpiv^ credit rtnioni SHcceed 


Jao,uflty 29, 20l0 


Pa-Jt office Bos ‘^93'79 
On^c'nshnni. NC 27'119-1i)79 


43 fin Piedmont Pai'Jrway 
Grccn5lx>ru, NC 27410-^109 

R00-H22-BB59 ' 
33fi-299-62Rfi 

’5vww.iricJeague.org 


The HoBoxahlc Barney Frank 
Chairman 

House rinandal Services Coimiitittcc 
Washington, DC 

Dear Chairman Frank: 


Thank you for scheduling a liearing on husincjw Icnthng issucji. As yrm know credit unions 
have been asking Co.ogfcss to case the restrictions on the busmc>w lending we do by passing 
HR 3380, the Pmffofin^ /hasrka's Sp/alJ BusinesserAcl. 'Oiis cnti.caJ legislation will 

enable credit unions to offer needed credit to businesses throughout the comitry, 

As President ObaniR underscored in his State of the Union Remarks earlier this week, job 
creation is a key Fedei^I priority in 2010. .A.s they have been doing since the beginning of the 
audit crisis, credit unions in NC ate ready to assist small business owners in tlicir efforts to 
create and preserve jobs. 

Rahing the credit union bu.<iinc,ss lending cap to 25% of assets will provide up co an 
additional f 10 bSJlion in small business credit nationwide in the first year, resulting in, 108,000 
new jobs nationwide. This benefit to both .small hu.sines8 owners and to unemployed people 
comes at absolutely no aist to taxpayers. 

Credit unions did not participate in the risky loan pcactices that caused the financial crisis* 
but we have been and will continue to be part of the soludoD to the pitiblcms we fiice in NC 
and across the country. 


On behalf of the 95 credit unions and more than three million credit union members in NC, 
we appreciate your commiti-nent to the hearing. We are happy to answer any quesdon.s yqu 
ftod your staff n%ay havi; in. d7e com tng weeks. 


Sincerely, 



m R^fiebflhgn^ 
President/CEO 



A M e » 1 9 A’ 8 

CREDIT UNIONS' 
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19''' District of Texas Statements for the Hearing Record 
Submitted by Congressman Randy Neugebauer 

Joint Hearing Houser Financial Services and Small Business Committees 
February 26, 2010 


First Financial Bankshares is a $3.2 billion publicly traded bank holding company with 10 
separately chartered banks and 50 locations. Our footprint extend.s from the Panhandle of Texas 
through North Central Texas and around Fort Worth and Dallas. Our company is cormnitted to 
providing outstanding service to our customers, our communities and our nation by making 
every good loan we can to help our economy grow and prosper. The burden of additional 
regulations is slowing the process and hurting consumers. The increased regulation proposed by 
Congress and various federal agencies will continue to make our jobs more challenging and 
costly. Our hope is that Congress will stop much of the pending regulatory legislation and 
realize that community banks have not caused today’s economic problems and are already over- 
regulated. 

Respectfully, 

F. Scott Dueser 

President and CEO 

First Financial Bankshares, Inc. 

Abilene, Texas 


Tige Boats, Inc, currently has 81 employees and has Dealers throughout the United States and 
overseas. Just as the auto manufacturers our boats are placed on our Dealers lot for sale, the 
Dealer would sell the boat and pay off the flooring company who had already paid us for the 
boat. Boat show response for our products are incredible and our Dealers are desperately trying 
to secure flooring however most of the flooring opportunities have disappeared like many other 
boat manufacturers and dealers. 

We were hopeful that TALF (The Term Asset-Backed Securities I..ending Facility) would be 
able to help us by helping our Dealers however I believe it has only helped one boat transaction 
and the program is ceasing certain areas in a few short months. 

Our business used to be determined by the quality of our product & effectiveness of advertising 
however now our business mostly depends on flooring. 

Kimberly Knight 
Controller 
Tige Boats, Inc. 

1801 Highway 36 
Abilene, Texas 
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A critical factor in economic growth and jobs creation is some sense of certainty and a sense that 
we can plan our future. With congress and the executive branch planning so many changes that 
add both uncertainty in decisions and certainty in higher taxes to pay for everything, small 
businesses have no choice but to take a wait and see approach to future growth. Unfortunately, 
time is not in our favor because jobs, even companies, continue to go oversees where their future 
is more certain and predictable. 

Please, for the future of our country, allow businesses to plan their own future; allow us to have 
input into legislation tliat controls our future; and go slow enough that one law can be absorbed 
and evaluated before more pile on top of them. 

Thanks for hearing my concerns. 

Steven Leggett 

An Independent Agent representing Aflac 


Although this hearing may deal primarily with small business credit and commercial real estate, 1 
want to make you aware of a major problem with residential real estate lending in rural areas 
such as ours. The Real Estate Settlement Procedures Act (RESPA) changes which went into 
effect January 1, 2010 are so complicated and burdensome that we are forced at this time to stop 
making residential mortgage loans. I suspect there are many other rural banks such as ours that 
are in the same situation. We do not make many of these types of loans because of our small 
population. Therefore, it is extremely difficult to have personnel that are proficient in the new 
requirements. We cannot have personnel dedicated to this only, or a “mortgage lending 
department” because of the limited demand. However, even though there may be limited 
demand, the availability of credit for these loans has now been more limited for those seeking to 
purcha.se a home. Also, many of these applicants are low to moderate income families which do 
not appeal to the large mortgage lending companies. In summary, the new RESPA rules have 
made it more difficult for folks in rural areas to obtain home loans. 

Thank you for this opportunity. 

John Krey 
President 

The First National Bank of Tahoka 
PO Box 1030 
Tahoka, TX 79373 


1 have been in this business now for over 30 years and 1 have never seen such a difficult time to 
make a loan or to accept a deposit. The new Regulation Z rules along with the high priced 
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mortgage definition will soon prohibit us in making loans to the very people that I have heard 
that congress wants to help. There is not a customer and I would dare say a congress man or 
woman who can make sense of the disclosures that we are required to give today! 

If you will look at First Financial Bank Hereford, Texas, we have 47% market share in a 
minority community that has approximately 70% Hispanic and 1 am fmstrated because 1 am 
being forced to tell my customers that I cannot make the loans due to documentation and 
compliance issues that are being crammed down by the federal government. Or to be frank, the 
cost of such disclosures and rules have driven the cost to a point that customers are changing 
their mind about the transaction. You could give me or any other common sense banker a note 
pad and a pencil along with a day and we could prepare documents that customers could read 
and make sense of as well as understand what they are signing. We have laws to insure fair 
lending and we have been rigorously examined in relation to fair lending. Now we are 
duplicating this regulation by coming up with a high priced mortgage regulation. 

Those asking why we have trouble making loans should get a mirror and understand that it is not 
that we are not making loans, but we are being driven out of making loans by those who are 
asking us to make loans. Our bank as well as the banks that I know surrounding me continually 
looks for ways to make more loans, but due to ridiculous regulations we are being forced out and 
only the institutions who caused this mess arc big enough to comply. Talk about speaking out 
of both sides of your mouth. If congress does not pay attention and change what they have done, 
woe be to the consumer. 

Why do we need a new regulatory body such as the CFPA? If we want more oversight on those 
large institutions, set up a systemic regulator and apply regulation and examination to keep an 
eye on them. But remember the majority of banking institutions did not cause this mess, but we 
are sure having to pay for it! If the CFPA becomes the rulemaking authority for banks as 
proposed, we will send this industry into a total tailspin. 1 would love for you or any other 
congress man or woman to come to my bank and look at specific examples and also to talk to the 
people in Hereford. The consumer just wants a safe and sound environment where they can get 
their business taken care of easily. Currently they have a safe and sound environment but due to 
required regulation and documentation they have to struggle to get their transaction done. Please 
don’t make it worse. Let's work on accomplishing what we all want together. Please do what 
you can to communicate this message for the benefit of all citizens. 

Thank you for the opportunity, 

Mike Mauldin 
President/CEO 
First Financial Bank 
Hereford, Texas 


One of the challenges of providing members business loans is the expense and commitment of 
resources to set up a member business loan program. With the cap of 1 2.25% imposed on credit 
unions it is difficult for many credit unions to justify such an investment of the members 
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resources. Prior to 1998 the credit union’s board of directors made the decision how best to meet 
the members needs rather than an arbitrary limit set in Washington, DC. This arbitrary limit 
makes it very difficult to serve our members in this market. 

Our preference would be to see the cap eliminated completely restoring to us the ability to 
determine how best to meet the needs of our members. If Congress were to repeal the limit on 
member business loans it would increase credit availability to small business without another 
taxpayer infusion or another new government program. Credit unions could then function as they 
were designed, serving the credit needs of the members as determined by their membership. If 
eliminating the cap cannot be done, certainly raising the cap to 25% as it is written in HR 3380 
will provide additional resources for loans to small businesses and encourage additional credit 
unions to provide member business loans. 

Thank you for allowing me to provide input on this issue. I hope Congress will move quickly to 
lift this cap allowing credit unions to provide needed loans to our credit union members working 
to start and build businesses in West Texas. I look forward to meeting with you again in 
Washington later this month. 

Respectfully, 

.lames Boyd 
CEO 

Abilene Teachers Federal Credit Union 
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HCSB, a state banking association 
Plainview, Texas 79073-0970 
806 / 293-3635 


February 3, 2010 


Hon, Randy Neugebauer 
U. S. House of Representatives 
Washington, DC 


Via EMAIL to Legislative Assistant: Kathy Bergren 
Subject: Current Lending Environment Experiences for HF5C Hearing Record 
Dear Randy, 

As a community banker in your district, this letter is in response to Kathy Bergren's invitation to respond 
for the Record of the House Financiai Services Committee's hearings on the current lending 
environment, scheduled for February 5th, 2010. It is my understanding the Committee has agreed to 
include in the hearing record letters from banks such as HCSB giving specific anecdotal evidence of the 
impact of the current regulatory environment on CRE, small business and other commercial lending via 
my member of Congress. 

Community banks WANT to lend . . . that's how we serve our communities, increase our capital for 
growth and is what we do. The only thing we want more than to lend is to get paid back, preferably on 
time and with interest. Given the present uncertainty in the economic and political climate, banks are 
understandably anxious regarding extensions of new credit- There is money available for "good deals", 
but clearly our underwriting standards have tightened. 

Small business lending (including equipment, real estate and operating loans) is the primary business 
line of most community banks. Our bank like many others also serves agricultural production markets; 
therefore, we are also "Ag" lenders; however, this is still generally small business lending. These 
categories of lending are generally more risky than other types of lending, and don't fit into a bigger 
bank's "box". In other words, virtually all small business loan relationships bring unique challenges and 
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nuances, unlike making mortgage loans, car loans or even underwriting large commercial loan deals, all 
of which are done pretty much by formula. 

We have been hearing for the last 18 months or so that the "next shoe to drop" will be in the 
commercial real estate (CRE) sector. Many of my colleagues around Texas are concerned that this may 
become a self-fulfilling prophecy. Community banks have significant holdings of loans fitting into this 
broad category. The regulators have justifiably expressed concerns for several years about 
concentrations of any kind within a bank, but have focused on concentrations of CRE as one of the more 
risky parts of the loan portfolio. The dilemma is that smaller banks focus on small business lending and 
most of these loans include the financing (or at least a lien) of the small business borrower's land and 
building - which in many cases makes the loan a CRE category credit. This is prudent banking practice, 
and I've found that when a borrower gets in trouble and is in a workout scenario, land and buildings 
generally retain much more value than inventory, accounts receivable, equipment, furniture and fixtures 
and other typical collateral. Because of regulatory restrictions/guidelines, many community banks 
simply aren't making new small business loans with real estate as the primary collateral for fear of 
regulatory criticism. These loans include not only small business facilities, but also single family interim 
construction loans and even church loans. No one quarrels with the idea that a spec office building or 
strip center is risky business at this juncture in this recessionary cycle (and new loans for such purposes 
simply aren’t happening to the best of my knowledge), but some additional regulatory deference 
regarding concentration limits for owner occupied small business properties appears in order. We 
realize that owner occupied loans are not as critically looked at by the regulators; however, real estate 
related collateral continues to be central in small business lending. 

I currently serve as Chairman-Elect of the Independent Bankers Assn, of Texas (IBAT). Currently the two 
topics that we (IBAT) are getting the most feedback from our member banks are the Reg. Z changes and 
the escrow requirement in the HPML rules (recently amended by the FED). Many of our members think 
that both of these issues are game changers in the owner-occupied real estate lending market. 

According to a survey of our members, the escrow requirements may drive many rural banks out of the 
mortgage lending business (48% IBAT member banks responding), if this holds true, what options will 
rural consumers interested in home ownership have? The big banks and mortgage companies are not 
serving this market. Much of the property in these types of loans is rural or non-conforming. For the 
most part, these loans are held in-portfolio (on the originating bank's books), and, even if a bank wanted 
to sell them, a large majority of them wouldn't qualify for the secondary market. 

Below is an excerpted/redacted email that we received from an IBAT member bank on January 27, 

2010: 

“First, you don't need to respond to this e-mail. I just need to vent to someone. Here are my points of 
concern: 

t ) Most community banks do not have existing software or manpower to handle the operational 
burden this activity brings (servicing including escrow.) 

2) Many banks, inciuding mine, will not offer this service (single-family mortgage lending) in our 
communities. We make homestead loans on properties with acreage, on older homes, and for 
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small amounts. Our customers will not be left with any choices to get these types of homesteads 
financed. (Generally these types of loans cannot be sold into the secondary market.) 

3) At year end 2009, 1 had over $13 million in 1-4 family mortgages. Only $lSOk was over 30 days 
past due. It was a non-homestead loan. 

4) At a time when lending is tight, why would the Federal Reserve want to further tighten credit on 
homestead lending? 

5) To perpetuate economic recovery, why would the Fed not want to encourage the growth of the 
housing market? 

6} Community banks have continued to lend. . .does the Fed not realize our role in our communities? 

7) House loans do not go bad because of escrow payments, they go bad from poor underwriting on 
creditworthiness and collateral. 


In reading the regulation, it appears the escrow agreement can be cancelled after the first year. What is 
the purpose of the requirement if you can cancel it after a year? 

In my 35 years of working in a bank, I have never had anything which has bothered me to the extent this 
has. The timing could not be worse. It drives small community banks out of a market which has been 
important to them and their community. The major banks with mortgage companies have the volume to 
make it work. Most of us don't. " 

Randy, these are the types of problems we, as community bankers, experiencing trying to lend 
and provide credit to the communities we serve. I sincerely urge you (and your colleagues on 
the HFSC) to consider my comments as they are truly "real world." 

I will be pleased to provide further information, and again I sincerely appreciate the opportunity 
to comment. 


Thank you, 

// 

J. David Williams, Chairman 

Direct: 830/89-5000 x 1501 


Jd.williamsQhcsb.com 
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HCSB, a state banking association 
Plainview, Texas 79073-0970 
806 / 293-3635 


February 11, 2010 


Hon. Randy Neugebauer 
U. S. House of Representatives 
Washington, DC 


Via EMAIL to Legislative Assistant: Kathy Bergren 

Subject: Current Lendin g Environment Experiences for HFSC Hearing Record-Education 
Loans 

Dear Randy, 

As a community banker in your district, this letter is in response to Kathy Bergren's invitation to 
respond for the Record of the House Financial Services Committee's hearings on the current lending 
environment, scheduled for February 11th, 2010. It is my understanding the Committee has agreed 
to include in the hearing record letters from banks such as HCSB giving specific anecdotal evidence 
of the impact of the current regulatory environment on CRE, small business and other commercial 
lending via my member of Congress. This is my second letter. My first was dated Feb. 02 and 
discussed small business, real estate and community banking's portfolio mortgage lending. This 
second response for submission into the record addresses new complications in EDUCATION 
LOANS . 

The Private Education Loan industry really took off about 2005 (as best I can recall). These were 
non-guaranteed consumer loans to cover the gap between the cost of education and sources of 
funding from Federal Student Aid, scholarships, and grants; to emphasize the size of this gap, in 
August, 2009 was estimated to be $138 billion. They were set up to mirror the guaranteed loans 
with repayment beginning after completion of the education. One program (HCSB participated in) 
that was set up by Panhandle-Plains Student Finance Corporation had a variable rate that was the 
same as prime, then in repayment, the rate increased to prime + .75%. Origination fees were 3% 
for cosigned notes and 6% for other loans. These loans had a repayment period of 10 years. There 
were a number of these programs set up around the country. The number of these programs drew 
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the attention of the federal regulators. The Federal Reserve Bank of Dallas sent our bank a survey 
to complete around 2 -3 years ago, so they were beginning to delve into these loans back then. This 
was the first time that the regulators had asked any questions about student loans (to our 
knowledge). 

On July 30, 2009, the Federal Reserve Board approved the final amendments to Reg. Z that revised 
the disclosures for private education loans. The rules were effective on 9-14-09 with mandatory 
compliance beginning 2-14-10. Quick highlights of the amendment are: 

At application, creditors must provide general information about loan rates, fees, terms, 
including an example of the total cost of a loan based on the maximum interest the creditor 
can charge 

At approval, creditors must give the consumer a set of transactions-specific disclosures, 
including information about the rate, fees and other terms of the loan. 

At consummation, creditors must provide updated cost disclosures similar to those 
provided at approval. The consumer’s three-day right to cancel the transaction must be 
disclosed. 

The creditors must obtain a self-certification form with information about the cost of 
attendance at the school attending before the loan can be consummated. 

Again, postsecondary educational expenses include tuition and fees, books, supplies, 
miscellaneous personal expenses, room and board, and an allowance for any loan fee, origination 
fee, or insurance premium charged to a student or parent for a loan incurred to cover the cost of the 
student's attendance. 

To some extent, 1 can understand documentation and disclosures for a specific private education 
program that a lender may develop, but the problem is drawing an occasional consumer loan 
for the above mentioned expenses into the disclosure requirements of a full-blown 
program. This is "way too much" for regulators to require compliance with this amendment 
for an occasional loan. The preliminary response from a Review Examiner at the Federal Reserve 
(as of 1-05-10) is that "it looks as though the occasional consumer loan for student loan expense 
would apply as a Private Education Loan." I have not received any additional information since 
that date. We find it difficult, if not impossible to operate or lend in this environment; therefore, 
our only alternative is to withdraw from this type of lending, l.s that what Congress wants ? I don't 
believe so. It makes it that much more difficult to serve our communities needs. ...why? Again, we 
find ourselves (community banks) withdrawing from another lending market. 

Randy, these are the types of problems we, as community bankers are experiencing trying to lend 
and provide credit to the communities we serve. I sincerely urge you (and your colleagues on the 
HFSC) to consider my comments as they are truly "real world." 
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1 will be pleased to provide further information, and again 1 sincerely appreciate the opportunity to 
comment. 

Thank you, 

o 

J. David Williams, Chairman 
Direct: 830/89-5000 x 1501 
Jd.williamsQhcsb.com 
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Cosden Federal Credit Union 
400 E. Marcy Dr 
Big Spring, TX 79720 
(432)264-2600 


February 3, 2010 


The Honorable Randy Neugebauer 
US House of Representatives 
1 424 Longworth HOB 
Washington, DC 20515 

Dear Congressman Neugebauer: 

In many of our meetings in the past few years we have had a number of discussions concerning 
the many issues facing the people in our 19* Congressional District, the state of Texas and the 
country. One of the issues is the lack of credit available to many small busine.ss owners. Our 
Community Banks and Credit Unions are working hard to meet these credit needs with, for credit 
unions. Member Business Loans. 

One of the great challenges of providing members business loans is the expense and commitment 
of resources to .set up a member business loan program. With the cap of 1 2 . 25 % imposed on 
credit unions it is difficult for many credit unions to justify such an investment of the member’s 
resources. Prior to 1998 the credit union’s board of directors made the decision how best to meet 
the member's needs rather than an arbitrary limit set in Washington, DC. 

We would prefer to see the cap eliminated completely restoring to the credit union the ability to 
determine how best to meet the ntember’s needs. By congress repealing provisions such as the 
limit on member business loans it would increase credit availability to small business without a 
taxpayer infusion or new government program. This would allow credit unions to function as 
they were designed, serving the credit needs of the members as determined by the membership.. 

If eliminating the cap cannot be done, certainly raising the cap to 25% as it is written in HR3380 
will provide additional resources for loans to small businesses and encourage additional credit 
unions to provide member business loans. 

Thank you for allowing me to provide input on this issue and 1 hope congress will move quickly 
to lift this cap allowing credit unions to provide needed loans to our credit union members 
working to start and build businesses in West Texas. 

Respectfully, 


David A. Roman, CEO 
Cosden Federal Credit Union 
400 E. Marcy 
Big Spring, TX 79720 


400 Hasf Marcy 


Big Spring. TX 79720 * (432)264-2600 
Location: 400 East Marcy Drive 


Fax (432) 264-2620 
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Febniary 1 0, 20 1 0 


The Honorable Barney Frank 
Senate Office Building 
United States Senate 
Washington^ D.C. 


Dear Mr. Frank, 

I have been in the mortgage busine^ since March of 1992, serving as a loan officer, branch 
manager, regional manager, and now for the last nine years as the owner of my own company. 

For nine years I worked for various companies as a mortgage banker, my duties ranged from 
originating loans to securing the sale of the mortgage and pricing of the loan to the investors. 
Currently I am a mortgage broker providing the same services at a reduced rate to the customers. 
Every position 1 have held was always involved with the borrower in assisting them with their 
loan. I believe 1 have an excellent working knowledge of the industry, particularly when it 
comes to the needs of the consumer. 

As you are well aware, our industry has come under fire for the last several years and legislation 
and regulatory reform has been the hot topic in the most recent twelve months. Unfortunately, 
the refonn and the idea of protecting the consumer, while noble ideas; have not worked as well in 
practice as they do in theory. 

HVee, MDIA, and most recently RESPA Reform have all had a detrimental affect on the 
housing industry. The intent of all these packages is to protect the consumer from lenders that are 
not woricing in the best interest of the customer, who use their Influence to sway appraisers, and 
in general are not trustworthy professionals. Let me see if we can follow the path that this 
industry has taken tiie last fifteen years to see how we got to this position. 

In June of 1995, President Clinton stated in the Fair Housing Initiatives Program (FHIP) that the 
goal was to reduce the financial, information and systematic barriers to homeownership. The 
goal for homeownership was to get to 67.5%. Every one in the industry understood that this 
meant lowering underwriting, qualifying and documentation standards. 

FNMA rolls out Desktop Underwriter in 1995-1996. 1 worked for First Rankers Mortgage and 
we were a Beta Test Site for DU. In 1996 1 was amazed at the loans the system would approve 
that would have never made it through a live underwriter. As the system was refined, more and 
more loans were being approved at higher and higher ratios. 1 attended a DU training in Dallas 
and asked the instructor why the parameters were becoming more and more lax. The response 
was that they were trying to comply with FI ITP and needed to continue to monitor the percentage 
of approvals and adjust the system to get to higher approvals to meet the homeownership goals. 
Interestingly enough, the fourth quarter of 2006, homeownership was at 68.9%, just before it all 
started to unravel. 


3102 South Clack Abilene, Texas 79606 325.795' 10(X) FAX 325.795-1020 email: chris@lovemorcgage.corfi or iinda@lovemortgage.com 
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Pandora’s Box was now open. Companies like FNMA and Freddie Mac that had long standing 
solid financial histories were now racing toward the FHIP goal. Fast forward several years and 
Wall Street gets involved and starts buying mortgages that FNMA and Freddie would not. The 
sub-prime market was rolling and Wall Street, companies like Merrill Lynch and Bear Stems 
were packing B&C paper and representing to their buyers that they were buying AAA rated 
mortgages. 

During the height of the sub-prime boom, I was getting visits from two to three sub prime reps a 
week. 1 did not participate in the sub-prime lending since I felt it was not doing the customer a 
favor to get them into a house they could not afford, and with a loan that would increase in rate in 
two years. A 2% increase was appalling since their start rate was 4% over the going rate, I was 
told by several reps that 1 was uncaring and unethical for not providing my customers with their 
service. They stated there wasn’t a loan that they couldn’t do and I was discriminatory for not 
doing sub-prime loans. Interestingly enough, the company that was the most aggressive for the 
sub-prime business was Countrywide. Imagine my disgust to see the founder of Countrywide 
testify before Congress that the reason for Countrywide’s problems was the brokered loans they 
received. Let me make one thing perfectly clear. Countrywide received exactly what they 
solicited from the brokers! 

Sub-prime loans were closed under the parameters set forth by Countrywide, as underwritten by 
Countrywide, and as funded by Countrywide. A broker typically cannot close a loan unless the 
investor has underwritten it and given the loan its blessing. However, it is my opinion that due to 
Angelo Mozilo’s testimony, and the “friends of Mozilo” loans that he made to members of 
Congress, the broker is being blamed for the housing collapse. I would agree that there were 
unethical lenders in the market. The money was easy and the rules were non-existent, or at least 
not enforced. Those individuals and companies are now out of the business and the mortgage 
professionals that are still in the business are dealing with the regulatory burdens aimed at those 
who are no longer in the business. 

I belicve your question was looking for the reasons for lack of lending. Given the government’s 
beating of the mortgage industry looking for a scapegoat while turning a blind eye to the 
investment firms that were committing fraud misrepresenting the value of the investment to their 
buyers, this industry has recoiled to strict guidelines. Often we are processing loans and need to 
contact the underwriter to see what they will require over and above the guidelines that FNMA, 
FHA and VA have in writing. These are called “overlays”. In short, my almost 18 years of 
experience and qualification is almost useless due to the paranoia that exists today. 

Is the answer more regulation, more government involvement, more oversight? 1 would tell you 
it is not. We are here today because our government started manipulating an industry that they 
did not understand. I would state that prior to the FHIP, a very conservative investment for a 
retirement fund would have been FNMA or Freddie Mac stock. I would also suggest that FHA 
was so flush with cash that for the last ten years, the upfront MIP has been reduced for the 
borrowers. FHA just had too much money tojustify charging a higher premium. An example of 
that is the Katrina disaster when FHA stepped in and helped homeowners by not requiring a 
house payment for up to a year. That bankroll came from the excess MIP money. Currently FHA 
is planning to increase the MIP because they are short on what FIFA feels is a comfortable level 
of reserves. 

Why is FHA short on funds? I believe FHA was asked by Congress to participate in refinancing 
sub-prime mortgages to keep a large number of homes from being foreclosed upon. Evidently 
that did not work as foreclosures still occurred, but now FHA is paying the bills on those claims. 
Once again, while the intention was honorable, the result of manipulating an industry that 
Congress does not understand has dire consequences. Now the taxpayer not only is paying for 
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the foreclosures, but when Mr. Consumer tries to buy a home, he has to pay a higher MIP to get 
FHA to insure his property to the lender against default He is paying twice. He is also paying in 
increased regulations, lender compliance that is costly and the bill is passed on to the consumer. 

The most recent change that almost single handedly stalled the industry is RESPA Reform. 
Imagine an entire industry of seasoned professionals not being able to perform the most basic 
process of filling out a Good Faith Estimate. Currently I am not allowed per RESPA to give the 
applicant a Good Faith Estimate until he has a property identified. I am not allowed to do any 
processing of his loan until he has a contract. Now the borrower has a contract on a home that he 
may not be able to buy, but I am not allowed to do the necessary pre-work to ensure he is buying 
a house that he qualifies for, he just has to hope that he can get a loan when he signs a contract. 

So where do we go from here? Do we go forward with more policy, more reform, and more 
regulation of the lenders? I think you are seeing the effect government intervention is having on 
the housing industry. OR, may I suggest we look back, to a time when foreclosures were at a 
manageable level, when FNMA and Freddie Mac were solid companies and underwriting 
standards were reasonable. Let’s consider what the housing market looked like before the 
government’s push to get homeownership to an unsustainable level., FHIP’s goal of 67.5% I find 
it interesting that sub-prime loans had to be white hot to meet FHIP’s goal. 

I suggest that if the government wants to be involved that they stop treating professionals in the 
business like they are convicts and sentenced for crimes they did not commit. I suggest that free 
enterprise be allowed to work to bring us out of this financial mess. Do we need regulations, yes 
sir we certainly need regulations. However, regulations that are not enforced are meaningless, 
and writing more regulations just burdens those that corrently comply. At the very least, I 
would like to see mortgage professionals involved in the solutions, and not E’VPs of companies 
tliat have not sat in front of a customer in years. Anyone that is dealing with a customer would 
not have come up with the mess that is now called a Good Faith Estimate. Involve someone with 
a solid track record of making good loans, someone that is still in the trenches dealing with the 
consumer, 

I would be happy to discuss this further with you if you would like ask me any questions. 


Sincerely, 



Chris Love 

Vice President 

Love & Love Mortgage Inc 


325 795-1000 
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T & P FEDERAL CREDIT UNION 

101 Main Street ■ P.0, Box 3819 ■ Big Spring. Texas 79721 - (432)263-1631 
208 Lamar Street • P.O. Box 698 • Sweetwater, Texas 79556 • (325)235-8835 

February 4, 2010 


The Honorable Randy Neugebauer 
US House of Representatives 
1424 Longworth HOB 
Washington, DC 20515 

Dear Congressman Neugebauer: 

In the years prior to 1998, a credit union’s board of directors made decisions regarding 
the best way to meet its members needs concerning member business loans. Since 
that time, Congress has set an arbitrary limit of 12.25%. This has created a great 
challenge to credit unions who want to provide business loans to their members. It is 
difficult to justify the investment of our members’ resources when 12.25% is the 
maximum portfolio we are allowed to maintain. The expense of setting up and 
maintaining a business loan program is just to great with these restrictions in place. 

Our preference would be to have the cap eliminated, thus restoring the ability of 
individual credit unions to determine what is best for meeting its members needs. 

Credit unions were designed to serve the credit need of their membership in a 
cooperative manner. Elimination of the cap would allow them to make the best decision 
for their members in regards to business loans. In turn, the nation would see an 
increase in credit available to small businesses without a new government program or a 
taxpayer infusion. If elimination of the cap cannot be accomplished, certainly raising the 
cap to 25% as written in HR 3380 will provide additional resources for loans to small 
businesses and encourage additional credit unions to provide member business loans. 

I want to take this opportunity to thank you for allowing me to provide input on this issue 
and I sincerely hope Congress will move quickly to lift this cap which will allow credit 
unions to provide needed loans to our credit union members working to start and build 
businesses in West Texas. 

Respectfully, 


Sherry Roman 
President 


Serving West Texas Since 1947 
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February 11, 2010 


Chairman Barney Frank 
House financial Services Committee 
2128 Rayburn House Office Building 
Washington, D.C. 20515 

Chairwoman Nydia Velazquez 
House Small Business Committee 
2361 Rayburn House Office Building 
Washington, D.C. 20515 

Ranking Member Spencer Bachus 
House Financial Services Committee 
B371A Rayburn House Office Building 
Washington, D.C. 20515 

Ranking Member Sam Graves 
House Small Business Committee 
B363 Rayburn House Office Building 
Washington, D.C. 20515 


Dear Members of Congress, 

I am writing this letter in response to a request by Congressman Ed Perlmutter, who was instrumental in 
connecting our restaurant group. Big Papa's BBQ, Inc. to a lender, that after eight frustrating months of 
attempts to obtain a loan for our third restaurant , approved a loan package which finally allowed us to 
open on January 11, 2010. This third restaurant has created 50 new Jobs, as well as economic benefit to 
the contractors, architects, engineers and others involved in the $500,000 construction project which 
will create long-term tax revenues, income tax, etc. for the community. I am sending this letter to your 
committee in the hope of finding a way to make SBA lending more effective and attainable to small 
business in these current economic conditions. 


Big Papa's BBQ opened the first store in a small retail leased space in Denver, Colorado, on June 18, 
2004. At 2,000 sq. ft., it houses a 50-seat dining room with 30-40% of business projected in to-go sales 
and catering. We opened to rave critical and customer reviews. Things continued so well that nine 
months later, we negotiated a lease and opened a similar sized retail store in a new southwest suburban 
location in Ken Caryl on April 7, 2005. Our first quarter at the new location sales exploded and Q2 profit 
was $39,000 on $455,000 of sales and we felt we had arrived. 

Reality set in after the honeymoon period as we need to get our hands around all of the costs associated 
with our business model and the somewhat seasonality of the barbecue business. Focusing in 2006 and 
2007 on developing catering sales and cost management, we realized that to create consistent 
profitability as a company we needed to open a third store. We began to search for a true multi-store 
operations guy and additional manager to update store #1. In February of 2008, we accomplished this 
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and with some additional investor capital made some upgrades to the dining rooms and then proceeded 
to shave five points off our cost side. 

We began in earnest to search for the proper site for the third store. Through the first three quarters of 
2008, Big Papa's BBQ had $60,000 in profit, with sales up 11% year over year. As this committee knows 
as well as any of us, in Q4 2008, the bottom fell out of retail sales and we lost $45,000 for the quarter. 
This made us marginally negative for the year after interest and depreciation. Having assembled a top 
executive team with our core business continuing to win awards and dazzle customers, my partner 
Frank Alfonso and i chose to go into our own pockets to fund the company in the winter of 2009, not 
knowing how severe the economic downturn had become. 

We knew the only way to save our existing team and grow out of this environment was to find the right 
third location and fund and open a third store by the summer of 2009. After a six month search of the 
market, an excellent free-standing building was found in February of 2009. After negotiating a $499,500 
purchase price with $425,000 seller financing, for five years at 6.5% interest, we took the risk by putting 
$75,000 down and spending $20,000 for architectural drawings and a liquor license application. Over 
the next two months, we had a verbal agreement from a local bank for a construction loan and hoped to 
begin construction on July 1^’ and open September 10^^. With two existing stores, a tremendous 
executive team, in business since June of 2004 and a property we had acquired at 50% of 2008 market 
value. Big Papa's BBQ felt it was reasonable to expect a construction loan approval. In June of 2009, the 
local lender ultimately pulled out of the deal and 1 personally spent the next four months with over 40 
banks and financial institutions attempting to complete funding necessary to open this restaurant. 

Frank Alfonso and I finally went to our local congressmen to tell our story and see what, if any, help they 
would be. Everyone understands and talks about the need to create jobs and have small business 
lending available, but no bank or financial institution was willing to take any risk at all. We met with an 
aide of Congressman Mike Coffman, who represented the district of the new restaurant as well as 
Congressman Ed Perlmutter personalty, who represented the district where Frank Alfonso lived. After 
passionately telling our stories, Big Papa's BBQ was given a small local bank through Congressman 
Coffman's office, which had incentive to loan to local businesses because of deposit relationships In 
Arapahoe County. Unfortunately, this bank looked at our package and immediately responded that they 
could not loan at this time. Congressman Perlmutter had recent conversations with the top 
representatives from US Bank and Wells Fargo who indicated they wanted to do small business lending. 
Congressman Perlmutter relayed our story and told these bankers that Big Papa's BBQ was worth 
looking at especially considering the 50 new jobs that would come with a loan. 

I personally contacted both of the banks and spoke with Congressman Permutter's contacts. Weils 
Fargo went straight SBA and after several meetings with their local senior banker, who loved our 
concept and our product, our package was sent to their manager of underwriting, but ultimately, 
denied. Rick Hartnick of US Bank and ! worked together on our package and after several weeks of 
underwriting, Rick also believed In the value of our loan request and the potential for Big Papa's BBQ to 
successfully grow and prosper with this loan. After consulting with George Buchanan, Rick's head of 
credit underwriting, they concluded that an SBA loan would not be doable because of constraints within 
the current program. The irony was that they felt 18 months ago, SBA could do this deal. Thankfully, 

Big Papa's BBQ was approved for a conventional loan by Rick Hartnick and US Bank and within seven 
days of this approval, we had a loan and began construction in November of 2009, saving the Christmas 
season for countless contractors as well as the 50 new employees being hired for this store. If not for of 
Rick Hartnick, George Buchanan, US Bank and Congressman Ed Perimutter's willingness to go above and 
beyond to help get a deal done. Big Papa's BBQ not only wouldn't have opened a third store and created 
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the economic impact we now have, but very likely, the existing two stores would have folded under the 
continuing burden on small business in this environment. 

I believe with all my heart that small business, which is the foundation of job creation, should not have 
to scale the mountains I and Big Papa's BBQ scaled to survive the current economy. It is my hope that 
our story can be used to allow Congress to make SBA function as a true lender partner with banks in this 
current environment and be allowed to underwrite the needs of small businesses, especially when job 
creation is part of a loan request. I would be happy to make myself available in person or otherwise to 
this committee for more insight into the struggles we small businessmen face today. I appreciate the 
attention your committee is placing on this most critical part of a true economic recovery in this great 
country. 


Sincerely, 


Bill Cossoff 

CEO, Big Papa's BBQ, Inc. 
6265 E. Evans Avenue 
Denver, CO 80220 
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MICHIGAN CREDIT UNION LEAGUE 
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February 11, 2010 


The Honorable Barney Frank 
Chairman 

Committee on Financial Services 
United States House of Representatives 
Washington, DC 20515 


The Honorable Nydia Velazquez 
Chairwoman 

Small Business Committee 

United States House of Representatives 

Washington, DC 20515 


Dear Chairman Frank and Chairwoman Velazquez; 

On behalf of the Michigan Credit Union League, I want to thank you for this opportunity to submit written 
testimony before the joint hearing of the House Small Business Committee and House Financial Services 
Committee on the “Condition of Smail Business and Commercial Real Estate Lending in Local Markets". 

The MCUL is the statewide trade association representing 96 percent of the state's credit unions with a 
combined membership of over 4.5 million Michigan residents. 

As you are aware, President Obama recently announced a proposal to create a Small Business Lending 
Fund using $30 billion in unspent Troubled Asset Relief Program (TARP) money that would be available as 
capital investments for community banks as an incentive to increase their small business lending. We 
oppose this proposal for a couple of reasons. First, this proposal continues to ignore the fact that other 
alternatives exist as a means to get capital into the hands of small businesses. After billions of stimulus 
dollars were previously injected into the financial sector in an attempt to stabilize our national economy, for- 
profit institutions have only further tightened their available credit. Instead of looking to again utilize repaid 
TARP funds in a similar manner for unsuccessful capital infusions, we should focus on creating a matching 
fund program which helps create some risk mitigation for both banks and credit unions that will help ensure 
all institutions can participate equally and will Incentivize them to lend more. 

Second, as the proposal is entirely focused on small and community banks, it includes nothing for credit 
unions, ignoring the potential contribution that credit unions could make toward national economic 
recovery. We respectively encourage ail members of Congress to please also oppose the president’s 
proposal, 

Instead, I am strongly suggesting that our industry advocate for the creation of a federal Capital Access 
Program (CAP) similar to the program we have here in Michigan, which is administered by the Michigan 
Economic Development Corporation. Our program in Michigan works to use small amounts of public 
resources to leverage private credit union and bank financing to provide small businesses access to 
capital. The Michigan CAP has been very successful by achieving a leveraging ratio of 24:1 of private 
funding to state resources. Attached is some more Information for your review on Michigan’s CAP. 

Having a federal CAP would be a clear alternative to current proposals being discussed which seek to use 
remaining or repaid TARP funds, which has been a politically charged topic. The program would most likely 
either be administered by the SBA and/or create a block of grant ftjnds that could be used by states that 
create their own funds with matching funds from each state. Creating a program such as the CAP on the 
federal level would mitigate the risk on higher risk start-up loans by utilizing government funds to help 
leverage credit union capital. If a federal program was created to provide matching funds, this could be 

Hesdqysrtefs: lOi S. V.'as^in.itcn Squ.^ic. SuUe MC. lan-:inq. .Mictisqan • Livonia Offtce: 3S695 ';V. Seven Mite Road, Sune i'OO. livo-rda, ’''nchigen cu6l'.:2-709’ 

Mailing Addfsss; P.O. Bex 8054. f'lymoDth. Mkhioan 48170-8054 
Toif-Free: l.SCO. 262. 6235 “ Web Site: ww.v.niCuLc-rg 
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leveraged in a big way by financial institutions across the country to help our nation’s small businesses. I 
encourage the House Financial Services Committee to consider this alternative proposal. 

While credit unions in Michigan play an important role in providing financial services to more than 4 million 
consumers state-wide, you have heard us make the argument time and time again there is more we can do 
to help and therefore we again ask for your continued support of credit unions and our small business 
community by passing H.R. 3380, the Promoting Lending for America's Small Business Act. 

As you are aware, the legislation sponsored by Representatives Kanjorski and Royce would make an 
additional $10 billion in capital available to small businesses without costing the taxpayer a dollar by 
increasing the current cap on credit union business lending from 12.25% to 25% of their assets. This effort 
would also help in the creation of more than 11 7,000 jobs nationally, and an estimated 3,800 jobs in 
Michigan. There is broad support from several national trade groups for this proposal, the most recent 
group to join being the National Association of Realtors. 

Michigan credit unions continue to increase lending during this recession. Even small business member 
loans are up 17% over the last year. A recent article by Detroit Free Press syndicated columnist Susan 
Tompor on January 24 highlighted this fact that credit unions are doing more to help consumers in this 
economy. However, there has never been a more critical time to increase the available capita! to 
Michigan’s small businesses and we feel that increasing the member business lending cap for credit unions 
and considering alternative proposals which create a reserve pool to help spread lender risk will assist that 
effort. 

Please continue to include credit unions in any future discussions of helping our small businesses with their 
capital needs. Fee! free to contact us anytime with any questions or concerns. Thank you again for this 
opportunity. 

Sincerely. 

David Adams 
President and Chief 
Executive Officer 
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Questions for the Record 

U.S. House of Representatives 

Committee on Financial Services 
Committee on Small Business 

Hearing on "Condition of Small Business and Commercial Real Estate Lending in Local Markets" 
Assistant Secretary for Office of Financial Stability Herbert M. Allison 
February, 26 2010 


Representative Bill Posey (R-FL) 

For all members of Panel 2: 

1) For the record, are you aware of any policy— either official or unofficial— from any federal 
regulator to reduce the number of small banks in the United States? 

No, Treasury is not aware of any policy— official or unofficial— from any federal regulator to 
reduce the number of small banks in the United States. Treasury supports the diversity and 
strength of our financial system and has reflected that support by proposing regulatory reforms 
that will level the playing field for the thousands of community banks across the country. 

2) Why is regulatory forbearance, which could enable a troubled institution to work out credit 
issues over time, generally discouraged? 

Treasury does not have supervisory authority with regard to depository institutions. As a 
general matter, Treasury believes that depository institutions should accurately reflect their 
assets on their books and have sufficient capital to absorb losses. Federal bank regulators have 
authority in appropriate situations to work with depository institutions in managing credit 
issues, consistent with minimizing losses protecting safety and soundness, and protecting the 
Federal Deposit Insurance Fund. 

3) Under what conditions, if any, would you allow for regulatory forbearance? 

Please see the answer to question 2. 

4) What flexibility do regulators have to help troubled institutions besides closing them? 

Please see the answer to question 2. 


1 
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Questions Submitted to John E. Bowman, 

Acting Director, Office of Thrift Superv ision 
from the hearing entitled: Condition of Small Business and Commercial 
Real Estate Lending in Local Markets 
Februarv 26, 2010 


1 . For the record, are you aware of any policy - either official or unofficial - from 
any federal financial regulator to reduce the number of small banks in the United 
States? If yes. which federal financial regulator? 

I am not aware of any policy to reduce the number of small banks in the United 
States. 

2. Why is regulatory forbearance, which could enable a troubled institution to work 
out credit issues over time, generally discouraged? 

For a number of reasons, regulators engaged in forbearance during the banking 
crisis of the late 1980s. Subsequent studies indicated that the u.se of forbearance 
during that crisis generally increased resolution costs of banks that eventually 
failed. As a result. Congress enacted legislation in 1991 , the Federal Deposit 
Insurance Corporation Improvement Act (FDICIA), that specified actions that 
regulators must lake based on the capital condition of the bank. The Prompt 
Correction Act (PCA) rules classify banks based on their levels of capitalization 
and they mandate supervisory action of increasing severity as the banks’ capital 
ratios fall. The supervisory actions put restrictions and requirements on banks 
that tend to reinforce market discipline. This system of capital trigger levels and 
associated supervisory actions provides a deterrent against regulatory forbearance, 
and limits the degree of supervisory discretion so as to reduce the cost to the 
insurance fund of bank failures. 

3. Under what conditions, if any, would you allow for regulatory forbearance? 

Prompt corrective actions are required by law and, based on the bank's capital 
position, do not permit supervisory forbearance. However, OTS, through its 
issuance of guidance, off-site surveillance, and its onsite examination process, 
will alert institutions to areas of increasing risk, such as commercial real estate 
lending, or to specific activities of the institution that require management's 
immediate attention. Unless the specific actions of the institution are deemed to 
be unsafe and unsound, the institution is typically given a reasonable, but brief, 
amount of time to reduce its risk, raise additional capital, or take other actions to 
correct anv weaknesses or deficiencies noted. 



4, What flesibility do regulators have to help troubled institutions besides closing 
them'.’ 

Once an institution is deemed to have dropped to PCA category 
"undercapitalized'', "significantly undercapitalized", or "critically 
undercapitalized”, it is required to file with its regulator a written capital 
restoration plan within 45 days. Regulators then hat e sixt\ days in which to 
approve such a plan. A capita! restoration plan may include asset sales, additional 
infusion of private equity, a potential merger with a stronger institution, among 
others actions. Within this framework. OTS works diligently with troubled 
institutions to find acceptable alternatives to closure. 

5. What policies are in place to ensure that examiners take into account short-term 
and long-term impacts on communities, businesses, and households? 

a. How do you ensure that these policies are effectively implemented? 

b. How can these policies be improved? 

OTS recognizes the critical role thrifts play in providing credit to small businesses 
and other credit-worthy borrowers in their communities and encourages them to 
continue to provide credit within the bounds of safety and soundness. 

OTS and other federal banking agencies issued guidance twice in recent months 
to prevent any possible overreaction that would make credit less available at a 
time when borrowers most need loans for small businesses and commercial real 
estate (CRE). To send a clear message to financial institutions and examiners, the 
agencies issued tlie "Policy Statement on Prudent Commercial Rea! Estate Loan 
Workouts" on October 29, 2009, and the "Interagency Statement on Meeting the 
Credit Needs of Creditworthy Small Business Borrowers" on February 5, 2010. 

In particular, the "Interagency Statement on Meeting the Credit Needs of 
Creditworthy Small Business Borrowers” underscores the responsibility of a 
regulated institution to understand the long-term viability of the borrower's 
business and to focus on the strength of a borrower's business plan, including its 
plan for the use and repayment of borrowed funds. 

OTS ensures nationwide consistency in its guidance to the industry, taking steps 
to make certain that its regional offices do not discourage OTS-regulated 
institutions from lending by imposing on them stricter underwriting and 
examination practices than those prescribed by OTS policies. 

OTS ensures that its regional offices implement national guidance consistently 
through sev eral mechanisms. For example, the agenc) holds Regional Manager 
Group meetings where the Regional Directors discuss supervisory and 
examination issues with senior management from Washington. D.C. The agency 
also holds bi-weekly conference calls with its Regional Deputy Directors to 
discuss problem bank cases, emerging issues, and to reinforce and discuss new 



601 


guidance. We hold monthl} conference calls for our entire examination staff to 
discuss current policies, including recent calls on commercial real estate workout 
programs, troubled debt restriicturing. and appropriate loans classification 
procedures. 

How can this process be improved? OTS regulated institutions make diligent 
efforts to serve the needs of these busines,ses and have been successful to a certain 
degree. However, statutory caps on thrifts' small business lending make it 
difflcu't for them to fulfill these needs. 

The limitation on thrifts adversely affects even lenders that have not reached the 
statutory limits and that want to serve the small business segment of their 
communities. OTS-regulated institutions are wary of facing sanctions for 
violating regulations by inadvertently exceeding the statutory limits on small 
business lending. .Also, due to the statutory limits, many thrifts are unable to 
achieve efficiencies of scale that would make small business lending profitable. 

The Home Owner's Loan Act currently caps the aggregate amount of credit that 
thrifts can lend for commercial purposes at 20 percent of total assets, provided 
that amounts in excess 10 percent of total assets may be used only for small 
business loaivs. 

.A legislative proposal that OTS supports would remove the cap entirely on small 
business lending and increase the cap on other commercial lending from 10 
percent to 20 percent. This change w'ould be completely consistent with the focus 
of the thrift charter on consumer and community lending. The existing ceiling on 
small business lending limits the pool of credit available to small businesses and 
limits thrifts' ability to provide a line of credit that would help them serve the 
important needs of their communities. The caps also limit the alternatives for 
thrifts wishing to diversify their lending operations and credit risk. 
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Questions submitted by Representative Posey 

1. For the record, are you aware of any policy - either official or unofficial - from 
any federal financial regulator to reduce the number of small banks in the United 
States? If yes, which federal financial regulator? 

We are not aware of any policy - official or unofficial — from any federal financial 
regulator to reduce the number of small banks in the United States. We continue to 
charter new national banks, the vast majority of which are comm'unity banks. 

2. Why is regulatory forbearance, which could enable a troubled institution to work 
out credit issues over time, generally discouraged? 

As noted in my written testimony, the OCC actively encourages national hanks to work 
constructively with troubled borrowers. We also recognize and expect that a bank’s level 
of problem assets, including classified loans, will increase during periods of economic 
stress, and that working throu^i these problem credits will take time. We do not criticize 
a national bank that is engaged in prudent workout arrangements with borrowers, 
provided that bank management is being realistic in its assessments, has reasonable 
workout plans, and is maintaining adequate loan loss reserves and capital levels. 

We do, however, object to calls for “regulatory forbearance” in applying appropriate 
regulatory and accounting standards for the recognition of well-defined weaknesses and 
losses within a bank’s loan portfolio and tlie maintenance of prudent capital levels. We 
believe regulatory forbearance increases taxpayer costs, adversely affects the economy, 
and creates market distortions that adversely affect healthy banks. 

Tlie savings and loan crisis of the 1 980’s demonstrated that allowing financial institutions 
to defer loss recognition on the hope that borrowers’ conditions may improve with time, 
or that an institution can earn its way out of its problems, not only masks the condition of 
tlrose institutions, but results in much larger ultimate losses to the financial system, and to 
taxpayers. This conclusion is supported by the Congressional Budget Office (CBO), 
which issued a 1991 staff memorandum that estimated forbearance policies increased the 
ultimate cost of resolving the tlirift crisis by about $66 billion (in 1 990 dollars) and that 
regulatory forbearance “permitted the thrift industry to deteriorate.”* Other studies 
estimate that the present value of regulatory forbearance during the S&L crisis was twice 
the cost of taking more immediate action.^’^ 

Regulatory forbearance also has adverse economic consequences, decreasing GNP 
growth as the economy recovers. A CBO study completed in 1 992 estimated tliat the 


' See: CBO staff memorandum - The Cost of Forbearance During the Thrift Crisis, 1991, at: 
bttD://www.cbo.eov/ftodocs/99xx/doc9927/1991 06 tliecostofforbeaTance.pdf 
^ Ramon P. DeGeimaro, Lan-y H. Lang, and James B. Thomson, Federal Reserve Bank of Cleveland, 
“Troubled Savings and Loan Institutions: Voluntary Restructuring under Ihsolvenoy,’’ Working Paper 
9112, September 1991. 

’ Ramon P. DeGennaro and James B. Thomson, “Capital Forbearance and Thrifts: An Ex Post Examination 
of Regulatory Gambling,” Bank Structure and Competition, chap. 9 Bank Closure, pp. 406-420. 
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misallocalion of resources resulting from the S&L crisis resulted in lower GNP during 
tlie years following the crisis.'* Another study estimated that S&L forbearance in die 
1980’s increased T-Bill rates and Treasury’s borrowing costs by $100B per year.* 
Additionally, maintaining non- or uiidei'perfotming assets on banks’ balance sheets for an 
extended period of time represents a significant drag on banks’ capital, funding, and 
earnings, thus lessening the amount of productive new assets (e.g., loans) that banks can 
fund. The Japanese experience in the 1990’s illustrates the dampening effects such assets 
can have on a countiy’s economic growth and recovery. 

Regulatory forbearance also creates moral hazard and market-place distortions that 
penalize well-run institutions. During the S&L crisis, doubled tlirifts would bid down 
lending rates and bid up deposit rates on the hope their condition might improve witli 
time or that tliey might earn their way out of problems.® The unintended consequences of 
these aggressive practices were to create distortions in local markets, affecting tlie 
performance of heaMiy banks.*' Similar dislocations me occumng in economically 
stressed areas of the country, where well-capitalized banks are paying more for deposits 
than counteiparts in less stressed markets.* 

3. Under what conditions, if any, would you allow for regulatory forbearance? 

Regulatory forbearance typically means forgoing the application of long-established 
regulatory and accounting standaids for loss recognition and required capital minimums 
across a broad spectrum of banks. Because such policies generally just delay the 
recognition of problems, I believe they are counterproductive to restoring the overall 
health, and vitality of the financial system. There may be limited and isolated cases where 
allowing an individual institution additional time to obtain capital or restructure its 
balance sheet may be appropriate, given the particular facts and circumstances at hand. 

In practice, however, such decisions are very fact dependent and must be based on a 
realistic assessment of the bank’s prospects and ability for successful rehabilitation. 
Similarly, there may be exigent and limited instances where temporaiy relief on a 
particular regulatory rule or guidance may be warranted, such as immediately following 
the events of September 1 1 , 200 1 , and Hurricane Katrina when some banks were 


The CBO estimated the economy underperformed by $200B in GNP ihi-ough 1992, wiUi the total 
potentially reaching $500B by 2000. Congressional Budget Office, The Economic Effects of the Savings 
and Loan Crisis, Washington, D.C.: CBO, January 1992. 

’ Jolin B. Shoven, Scott B. Smart, and Joel Waidfogel, “Real Interest Rates and the Savings and Loan 
Crisis: The Moral Hazard Premium, ’V oktoo/ of Economic Perspectives, vol, 6, no. I (Winter 1992), pp. 
155-67. 

‘ Edward J. Kane, The S&L Insurance Mess: How Did it Hannen? . Washington D.C., Tlie Urban Institute 
Press, 1989, pp. 4-5. 

’ For example, healthy Texas thrifts in the late 80s and early 90s paid 50 or more basis points for deposits 
than tluifts in other areas of country due to the aggi essive practices of froubled Texas thrifts. Lawrence J. 
White, The S&L Debacle: Public Policy Lessons for Bank Thrift Regulation. New York, Oxford University 
Press, 1991, chapter 8. 

* For example, in GA, where about half of all banks and thrifts ar e stressed, healthy banks are paying 45 
basis points more for deposits tlian their counterparte in other parts of the counSy. Paul Wexler, “Deposit 
Pricing at Troubled Banks and Tlirifts and its Impact on Healthy Institutions: Lessons from tlie 1980s & 
1990s Crisis Years,” OCC Global Banlcing & Financial Analysis working paper, January 14. 2010. 
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concerned about sudden increases in draw downs in lending facilities. In these cases, we 
urge banks to contact us so that we can work with them in addressing these problems.® 
More recently, in October 2008, the OCC and other federal banking agencies allowed 
banking organizations that suffered losses on certain holdings of Fannie Mae and Freddie 
Mac preferred stock to recognize the effect of the tax relief provided in Section 301 of tlie 
Emergency Economic Stabilization Act of 2008 in their third-quarter 2008 regulatory 
capital calculations even though those tax effects could not be recognized in financial 
statements prepared under generally accepted accounting principles until the fourth 
quarter of 2008.'° 

4. What flexibility do regulators have to help troubled institutions besides closing 
them? 

We have and we use a variety of tools to help troubled institutions. Our primary tool is 
early intervention - identifying and obtaining corrective action at the earhest possible 
stage before problems become rampant or so severe that they threaten a bank’s viability. 
Often we can achieve such action through our ongoing supervision, examination reports, 
and various informal enforcement actions. In other situations, or when problems are 
more severe, we will use fonna! enforcement actions to direct actions that we believe are 
necessary to address the bank’s problems. As a bank’s condition worsens, such that it is 
depleting its capital and its ongoing viability is in question, we will work with bank 
management to obtain resolution through a possible sale or merger. When we have 
detennined tliat a problem bank has exliausted all reasonable options, including the 
prospect for raising capital; is facing insurmountable liquidity problems; or for other 
reasons is no longer viable, we will notify the FDlC’s Division of Resolution and 
Receivership (DRR) so that it may begin preparing for receivership. The OCC’s goal is 
to provide tlie DRR with early access to the bank and the maximum amount of time 
possible to prepare for the closing in order to minimize disruption to the depositors and 
customers of the bank and the FDIC’s cost to resolve the bank. 

■The Federal Deposit Insurance Corporation Improvement Act of 1991 and the Prompt 
Coirective Action (PCA) regulatory regime it sets forth are essential elements to the 
OCC’s framework for working with troubled banks. PCA establishes a capital-based 
framework that requires the OCC and other federal bank agencies to place inaeasingly 
stringent reshictions on banks as their regulatory capital levels decline, and generally to 
place a bank in receivership or conservatorship within 90 days of notifying a bank that it 
is critically undercapitalized. " 


** See: For example, see OCC Bulletin 2001-44 on joint interagency statement on temporary balance sheet 
growtli in aftennath of 9- 11 at; httD://www.occ.gov/ftD/bulletin/2001-44.txt and guidance issued by the 
federal banking agencies in response to Huirioane Katrina at 
http://www.fBec.gOv/pre5s/tirl0060S hurTicaDe.htm . 

See; OCC Bulletin 2008-31 at htlD://www.occ.eov/ftti/bulletin/2008-3 1 .html . 

" See: An Examiner's Guide to Problem Bank Identification, Rehabilitation, and Resolution for a more 
thorougli discussion of the OCC’s approach towards troubled institutions. A copy maybe found at 
http://www.occ.eov/prbbnlcgd.pdf . 
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5. Wlat policies are in place to ensure that examiners take into account short-term 
and long-term impacts on communities, businesses and households? How do yon 
ensure that these policies are effectively implemented? How can these policies be 
improved? 

The OCC recognizes the vital role tliat national banks and their lending activities play in 
the health of our communities and citizens. This is one reason why we have emphasized 
to banks that we expect and encourage them to work constructively with troubled 
borrowers. 

Under the Community Reinvestment Act, for example, national banks are expected and 
encouraged to meet the credit needs of their commimities. We assess and evaluate banks’ 
performance under the CRA throu^i our CRA examinations and ratings. The OCC and 
other federal banking agencies also publish frequaitly asked questions (FAQs) about the 
CRA to address emerging issues and concerns. In January 2009, the agencies published 
updated FAQs that, among other issues, state that CRA consideration will be given to 
financial institutions that participate in foreclosure prevention programs that have the 
objective of providing affordable, sustainable, long-term loan restructurings or 
modifications for homeowner's who are feeing foreclosure on their primary residences. 


4 
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BOARD OF GOVERNORS 

OF THE 

FEDERAL RESERVE SYSTEM 

WASHINGTON, D. C. 20551 

ELtZABETH A. OUAE 
MEMBER Of- THE BOARD 

April 16, 2010 

The Honorable Bill Posey 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Posey; 

I am providing written responses to the questions you asked at the February 26, 
2010, joint hearing before the Committees on Financial Services and on Small Business. 
Specifically, you asked what policies the agencies have in place to make sure that 
examiners take into account the short-term and long-term impact of locally-oriented 
institutions on the communities, the businesses, and the households that they serve, as 
well as on taxpayers. In addition, you asked how the agencies make sure that these 
policies are being implemented effectively. 

As I mentioned in my written statement, the roost important step policymakers 
can take to support community banks and improve credit availability to small businesses, 
as well as other businesses and households, is to achieve a sustainable economic 
recovery. Over the course of the past two years, the Federal Reserve has taken 
aggressive action in response to the financial crisis to help improve financial market 
conditions and promote the flow of credit to households and businesses. We have acted 
on multiple fronts by instituting accommodative monetary policy, expanding existing 
liquidity programs for depository institutions, and establishing new liquidity facilities to 
support market functioning. The Term Asset-Backed Securities Loan Facility, for 
example, has helped restart securitization markets, which are an important source of 
credit to small businesses and consumers. 

Throughout this time, the Federal Reserve has placed particular emphasis on 
ensuring that its supervision and examination policies do not inadvertently impede sound 
lending to businesses, both large and small, and we will continue to do so. Small 
businesses are vital to a sustainable economic recovery and that is why, on February 5, 
the banking agencies issued guidance to examiners that institutions should strive to meet 
the credit needs of creditworthy small business borrowers. This guidance is the latest in a 
series of actions taken by the Federal Reserve and the other banking agencies to support 
sound bank lending and the credit intermediation process. For example, in October 2009, 
the Federal Reserve and the other banking agencies issued a policy statement regarding 
loan restructurings and workouts in connection with commercial real estate (CRE) 
lending, an area of particular relevance to community banks and small businesses 
because owner-occupied CRE often serves as collateral for small business loans. 
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Importantly, we have complemented these issuances with training programs for 
examiners and outreach to the banking industry to underscore the importance of sound 
lending practices. In January, Federal Reserve staff instituted a System-wide examiner 
training initiative that is expected to reach approximately 1,000 Federal Reserve and state 
examiners across the United States by the end of March 201 0, Additionally, an 
interagency training program has been developed specifically for CRE examiners 
involved in the shared national credit program, which includes the largest commercial 
real estate loans in the nation. The focus of this training, which is scheduled to begin in 
late March 2010, is to ensure that shared national credit examiners properly follow the 
interagency policy statement when evaluating individual loans at banks. 

In addition to our outreach to banks and bank examiners, the Federal Reserve has 
conducted several forums in recent months to better understand the difficulties faced by 
small businesses. In mid-November, the Board and the Federal Reserve Bank of San 
Francisco, in conjunction with the Small Business Administration (SBA), held small 
business forums in San Francisco and Los Angeles. We are now conducting a series of 
meetings on small business access to credit hosted by the Reserve Banks. The meetings 
will be followed by a capstone event at the Board of Governors. These forums examine 
the evolving difficulties faced by small businesses and will inform additional efforts to 
help this irhportant sector. 

Because of the importance of small business lending, early this year the Federal 
Reserve Board formed a working group comprised of staff from the Divisions of 
Research and Statistics and Banking Supervision and Regulation to develop additional 
metrics to monitor credit availability trends in the small business sector. Board staff 
recently has completed an examiner survey of banks’ workout practices, which will serve 
as a baseline for collecting information to assess the effectiveness of supervisory 
guidance going forward. We also are asking examiners to capture, where possible, 
information on troubled debt restructurings and other types of loan workouts and 
dispositions as part of the ongoing examination process. In addition, we are exploring the 
feasibility of more formal statistical approaches for measuring and evaluating the 
effectiveness of the November 2009 interagency CRE workout and restructuring policy 
statement. 

Taken together, these efforts should help address two of the causes of reduced 
small business lending — weak economic conditions and potential concerns by banks that 
they will be subject to criticism from examiners if they engage in prudent lending to 
small businesses. However, as I indicated in my testimony, there are other factors that 
also have contributed to the decline in lending to small businesses. Accordingly, the 
response by policymakers also should be broad-based, particularly given the importance 
of small businesses to the overall economy. 

For example, some banks may be hesitant to make new small business loans due 
to concerns about the creditworthiness of borrowers. Loan guarantees provided by the 
SBA can help address these concerns by providing lenders protection against possible 
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credit losses on new small business loans. To help promote SBA-guaranteed lending, 
Congress in the American Reinvestment and Recovery Act (“Recovery Act”) raised the 
percentage of an eligible small business loan that could be guaranteed by the SBA under 
its flagship 7(a) loan program from 75 percent to 90 percent, and reduced the fees 
payable by borrowers under the SBA’s 7(a) and 504 loan programs. Congress has acted 
twice to extend these provisions, most recently through March 28, 2010. These actions 
leverage both the SBA’s experience with providing guarantees for loans to small, 
businesses and the existing lending relationships, credit underwriting processes, and 
broad footprint of SBA-approved banks and other lending institutions. 

While some banks may be reticent to provide new loans due to concerns about 
potential credit losses, others may be unable or unwilling to increase their small business 
lending due to their own weakened capital positions. To help address this factor, the 
Administration has proposed legislation that would establish a Small Business Lending 
Fund (“SBLF”) through the transfer of $30 billion from the Troubled Asset Relief 
Program (“TARP”). The SBLF would provide low-cost capital to banks with less than 
$ 10 billion in as.sets. To encourage participating banks to increase their lending to small 
businesses, when consistent with safety rmd soundness, the dividend rate on the capital 
would be reduced if the bank increased its small business lending. Broad participation by 
eligible banking organizations in the proposed SBLF is key to maximizing its potential 
effects on small business lending. For this reason, the Administration has proposed 
establishing the SBLF outside of TARP and would allow eligible banking organizations 
that have received capital under the Treasury’s Capital Purchase Program to refinance 
that capital through the SBLF. 

I hope this information is helpful. 

Sincerely, 
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Response to questions from the Honorable Bill Posey 
by Martin J. Gruenberg, Vice Chairman, 
Federal Deposit Insurance Corporation 


Ql. For the record, are you aware of any policy—either official or unofficial-from 
any federal financial regulator to reduce the number of small banks in the United 
States? If yes, which federal financial regulator? 

Al. There is no federal regulatory policy initiative or other action the FDIC is aware of 
to reduce the number of small banks in the United States. As regulator for nearly 5,000 
community banks, most of which have total assets of less than $1 billion, the FDIC 
understands smaller institutions and acknowledges their critical role in providing credit 
and depository services to towns, cities, and farms across the country. The Corporation is 
a strong advocate of community banking, and we believe those institutions’ locally 
focused lending can help facilitate an economic recovery on Main Street. 


Q2. Why is regulatory forbearance, which could enable a troubled institution to work 
out credit issues over time, generally discouraged? 

A2. The federal banking agencies recognize the gravity of the weak economy and real 
estate market as we contend with the spillover effects on the financial sector. The 
agencies have historically taken a variety of steps to encourage bank lending, reduce 
regulatory burden, and streamline the supervisory process in response to banking crises. 
However, regulatory forbearance has not been viewed as an optimal course of action 
because it may bring about potentially adverse outcomes for the financial institution and 
the Deposit Insurance Fund (DIF). From the deposit insurance and supervisory 
perspective, the FDIC has strongly endorsed accurate and transparent financial reporting. 
We require institutions to conform their financial reporting processes to generally 
accepted accounting principles, which generally require that losses be recognized on 
non-bankable assets in a timely manner. Regulatory forbearance, delays in the 
recognition of losses, or reticence in acknowledging or remediating any aspect of poor 
operating performance may unnecessarily prolong an institution’s troubles and heighten 
the risk of loss to the DIF. 


Q3. Under what conditions, if any, would you allow for regulatory forbearance? 

A3. The Corporation would have to consider regulatory forbearance proposals at the 
time they are presented based on market conditions and aspects of the proposal. 
However, the FDIC would not be comfortable with a forbearance program that would 
delay the recognition of losses on non-bankable assets for an extended period of time or 
subject the DIF to an increased risk of loss. 
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Q4. What flexibility do regulators have to help troubled institutions besides closing 
them? 

A4. As deposit insurer and banking supervisor, the Corporation clearly understands the 
very high cost of bank closings, both in terms of losses to the DIF and the adverse impact 
on local communities. We take numerous steps in the supervision process to help banks 
correct any deficiencies so that viability is not compromised. 

In most cases, institutions that become troubled are notified of their deteriorating 
condition well in advance of a failure situation. Troubled institutions are typically 
encouraged to adopt a corrective program designed by the regulators to help return the 
institution to a safe-and-sound condition. There are certain flexibilities in our approach 
to corrective programs, especially during difficult economic times such as the present. 
We provide banks with time to revise strategic plans, augment capital positions, address 
credit quality issues, and fill any gaps in management or staffing. Although we require 
banks to implement these and other corrective measures over a certain period of time, we 
do offer flexibility as banks address challenging, time-consuming initiatives, such as 
raising external capital. 

The FDIC was charged by Congress to resolve failed institutions under Prompt 
Corrective Action guidelines at the least cost to the DIF, We take this responsibility 
seriously, but are sensitive to the needs of troubled institutions and work with them 
constructively as they strive to remain viable. 


Q5. What policies are in place to ensure that examiners take into account short- 
term and long-term impacts on communities, businesses and households? a. How 
do you ensure that these policies are effectively implemented? b. How can these 
policies be Improved? 

AS. As federal supervisor for most of the nation’s community banks, the FDIC 
understands that financial institutions are the lifeblood of our economy, providing 
essential loan and deposit services on Main Street for business and consumers. The 
FDIC’s bank examiners work out of duty stations in 85 communities across the country. 
They are knowledgeable of local conditions and very experienced in their profession and 
the FDIC’s approach to bank supervision. Many have seen more than one previous 
economic down cycle and recognize the critical role that banks play in local 
communities. We believe our examiners do their jobs with a keen understanding of the 
economic environment and real estate conditions in which banks are operating. 

Moreover, results of examiners’ work are subject to secondary review to ensure accuracy 
and consistency in the Corporation’s supervisory process. 

We do not believe bank examinations directly affect credit availability or depository 
services at the local level; however, we recognize that the supervisory process mirrors the 
underlying economic, financial, and managerial challenges many banks are facing. Even 
at the most troubled institutions, our primary goal is to help the institution return to 
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financial health and sound operation. We have taken recent steps to enhance our 
supervision process through examiner training and issuance of guidance to the industry 
on ensuring that the needs of creditworthy borrowers are met. 
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Associated Builders 
and Contractors, Inc. 


February 26, 2010 


The Honorable Barney Frank 
Chair 

House Financial Services Committee 
2129 Rayburn House Office Building 
U.S. House of Representatives 
Washington, D.C. 20515 

The Honorable Nydia Velazquez 
Chair 

House Small Business Committee 
2361 Rayburn House Office Building 
U.S. House of Representatives 
Washington, D.C. 20515 


The Honorable Spencer Bachus 
Ranking Member 

House Financial Services Committee 
B371 A Rayburn House Office Building 
U.S. House of Representatives 
Washington, D.C. 20515 

The Honorable Sam Graves 
Ranking Member 
House Small Business Committee 
B-363 Rayburn House Office Building 
U.S. House of Representatives 
Wa.shington, D.C. 20515 


Dear Chairman Frank, Chairwoman Velazquez, Ranking Member Bachus, and Ranking 
Member Graves: 


On behalf of Associated Builders and Contractors (ABC), a national a.s.sociation with 77 
chapters representing 25,000 merit shop construction and construction-related firm,s with 2 
million employees, we appreciate the opportunity to provide our position regarding lending 
programs for small businesses in response to the joint hearing entitled, “Small Business 
Lending Programs.” 

Access to capital is a major concern within the construction industry, which has already been 
severely impacted by the economic downturn. Industry-wide, 1.9 million jobs have been lost 
since December 2007, and we continue to experience massive job losses, including 75,000 in 
January 2010 alone. With a current unemployment rate of nearly 25 percent, the construction 
industry simply cannot continue to endure limited access to capital in this economy. 

The near freeze on lending for private .sector construction projects mu.st be addressed 
immediately. Ttie long delay in lending or outright refusal by financial institutions to fund 
private sector projects has had an extremely detrimental impact on the constniction industry. 
Many ABC members have viable, low risk projects/contracts that simply need funding in order 
for work to commence. Additionally, many ABC members also rely on community banks for 
capital. It is important during this time of economic recovery that small busine.sses continue to 
have access to much-needed funds. 


Sincerely. 

Brewster B. Bevis 

Senior Director, Legislative Affairs 


4250 North Fairfax Dri\«. 9th Roor • Arlington, VA 22203 • 703.812.2000 • www.abc org 
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Chairman and members of this Committee, I thank you for the opportunity 
to address you this morning. 

My name is John Elmore and I am an Executive Vice President with U.S. 
Bank with responsibility for the executive management of the Community 
Banking Division, based in Lawrence, Kansas. 

First, please allow me to provide my personal background. I was educated 
at Kansas State University (B.S. in Accounting). I have been active in the 
banking industry since 1978. During this period covering over 30 years, I 
have performed many diverse functions in the industry including serving as 
a bank examiner, auditor, credit analyst, senior lender and regional 
president. Since 1 999, 1 have served as the head of Community Banking for 
U.S. Bank. 

Of greater importance in this testimony is the experience and background of 
U.S. Bank. In that regard I would like to provide some information on our 
institution: 

• U.S. Bank is the fifth largest commercial bank in the America with 
total assets in excess of $280 billion and deposits over $170 
billion. 

• We are headquartered in Minneapolis, Minneapolis and operate 
over 3,000 branches in 24 contiguous states from Ohio to 
California. 

• We serve over 1 5 million customers across the United States. 

• Most observers would agree that we are one of the highest 
performing and strongest banks in the country. 

□ U.S. Bank scored among the highest on the government 
“stress test” 

□ Global Finance listed us among the World’s Safest Banks 

□ Euromoney magazine called us the “Best Bank in the 
United States” 

□ Ponemon Institute named us the #1 most trusted bank for 
the 4*'' straight year. 

The Community Banking Group is a significant part of U.S. Bank - 
representing one of the largest divisions within the company. We run our 
community banking model in 780 different communities in our 24 state 
branch footprint. Our community banking model delivers all the products 
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and services of a large bank holding company through local management. 
For Community Banking to be successful, the local communities where we 
do business must be successful. 

Under this model - U.S. Bank provides financing to all types of businesses 
and individuals including but not limited to - agricultural customers, 
builders, developers, manufacturers, service industries and Private Banking 
customers. We are also active in SBA lending as well as participating in 
USDA and FSA programs. 

At U.S. Bank, we are in the business of lending money and assisting 
businesses in processing their receipts. Our Community Banking model 
requires local bank management to be active participants in their markets, 
and as such we participate extensively, both in time and direct financial 
investment, in the economic development activities across our footprint. 
Again, we only prosper if our hometowns succeed. 

In my testimony this morning, I am providing perspective on the results in 
my business unit. Community Banking at U.S. Bank. However, it should be 
understood that the trends across the bank are very similar in all respects. 

In the last 14 months, we have experienced a weakening in demand for 
commercial and Commercial Real Estate loans. In Community Banking at 
U.S. Bank, our loan outstandings to agricultural and commercial customers 
for non-real estate related activities have dropped from $5.4 billion to $4.9 
billion. During this period, our line of credit usage - i.e. lines of credit 
where all a borrower has to do is ask for an advance - has decreased from 
$2.35 billion to $1.9 billion. The percentage of line usage in January is at 
31%, or near an all time low. 

It is important to understand that these declines in loans outstanding are 
solely the result of diminished demand for loans, not from diminished 
willingness to lend by U.S. Bank. 

At the same time, charge offs are running at near record levels, with certain 
industry sectors such as builders and developers, companies that supply the 
building trade, and companies impacted by the slowdown in auto sales and 
manufacturing, are experiencing much higher levels of losses than many of 
the other industries. 

Geographic differences are certainly evident as well. Among the 24 states 
where we have branches, the West Coast and resort communities in the 
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Rocky Mountains have been more stressed than the lower growth markets of 
the traditional Midwest. 

During this period, businesses and consumers have been de-leveraging as 
quickly as possible, and many are now sitting on large sums of liquidity as is 
evidenced by the fact that our business deposits are up over 22% year over 
year. When we discuss their needs over the next year or so, most business 
owners express an abundance of caution and the likelihood they will not be 
increasing their borrowings. When pressed, most express the concern of 
not knowing what their cost of doing business will be in 2010 and beyond, 
due to the heightened uncertainty in the economic, legislative and regulatory 
landscape. 

At U.S. Bank - we are now and will continue to seek proactive solutions to 
help our customers and prospects be successful. We have an active calling 
program that we monitor across all our markets. 

In 2009, relationship managers made over 89,000 calls on customers and 
prospects, while branch managers made over 150,000 calls. As an example, 
during a week in December, in Community Banking we called on over 
24,000 businesses, of which 7,000 were prospects, to discuss their outlook in 
2010 and what we might be able to do to assist them in their efforts. These 
types of efforts are ongoing. 

Following, please find some examples of recent successes we have had in 
servicing our customers needs and assisting our communities: 

• At U.S Bank, we are actively using tax credits to provide financing on 
certain projects to rehabilitate properties and expand employment. In 
Dubuque Iowa, we were able to help provide this type of financing to 
rehabilitate a building in a distressed part of the community, which 
helped bring over 1 ,000 new jobs to the market. 

• In Mankato Minnesota, we helped provide financing to locate a new 
manufacturing business - converting plastic waste from agricultural 
operations into clean plastic pellets. This company will initially 
employ 42 people. 

• In Colorado, we worked closely with the SBA to provide financing for 
a barbeque restaurant to open their third location, resulting in 50 news 
jobs and economic benefit to the surrounding businesses including 
contractors, engineers, and architects. 
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• In Central Minnesota, a company was closing down their well drilling 
operation. U.S. Bank worked with a group to purchase the assets of 
the division, which has saved 25 jobs for the area. 

• In Waterloo Iowa we worked with HUD officials to help a local cold 
storage group expand and create 45 new jobs. 

• When the auction bond market ceased to function, we provided 
financing for many of our local hospitals and non profits to help them 
through their crisis- saving many jobs and operations. 


Our business customer segment (those customers who are borrowing less 
than $100,000) grew at an annualized 1 1.5% last year - representing 12,900 
loan customers. 

In 2009, we also issued 15,800 new business credit cards in Community 
Banking. 

In Community Banking we presently have over 60,000 borrowing customers 
and for the month of January we approved approximately 1,500 customers 
for new extensions of credit. This occurred during a typically slow month. 

Our lending efforts to small businesses in major metropolitan markets have 
been growing at a 12 percent annualized rate. 

U.S. Bank is the second largest SBA lender in the country both in dollar 
volume and units extended. 

In the small business market segment, there is evidence of very weak loan 
demand, lower utilization of credit lines, and higher loan losses. Increasing 
loan demand will occur when concerns about the future become less of an 
issue. Business thrives in times of stability and anything our elected leaders 
can do to remove doubts will help this economy move forward. 

At U.S. Bank, we are very supportive of recommendations offered by the 
Financial Services Roundtable that would enhance the programs operated by 
the Small Business Administration (SBA). The members of the Financial 
Services Roundtable believe that several of these recommendations listed 
below would immediately strengthen existing SBA programs and encourage 
more people to start small businesses, increase the flow of capital to small 
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businesses, and reduce the administrative burden facing small businesses by 
providing the necessary flexibility to respond to current market conditions. 

• Support funding and extending the SBA fee waiver and the 
90% loan guarantee program thru December 31, 2010 

• Decrease capital requirements for loans guaranteed by the SBA 

• Allow debt refinancing of conventional real estate loans 
through 504 program to enhance credit support for the 504 
program 

• Raise the caps on both 7(a) and 504 programs to loan amounts 
of $5 million; and increase the loan guarantee to 75% 

• Increase lending limits on the Microloan program from 
$35,000 to $50,000 

• Allow preferred lenders to approve Capital Access Program 
(CAP) loans and allow for multi-year approvals rather than year 
to year 

• Reduce turnaround time and increase resources to the Certified 
Lenders Program (CLP) 

• Update CAP line program to reflect current asset lending 
guidelines and pricing 

• Extend Dealer Floor Plan (DFP) and increase the $2 million 
loan cap 

• Maintain the traditional role of banks in the existing SBA 
programs 

• Request more flexibility in allowing Preferred Lender Program 
(PLP) lenders to refinance their own debt 

In the end, increased demand for products and services is the key. Any 
incentive that encourages businesses and consumers to purchase today, what 
they might postpone into the future, should be considered. 

At U.S. Bank, we pride ourselves on being a consistent and prudent lender 
during these last few years which is evidenced by our strong performance 
during this significant economic downturn. 

This approach has allowed us to continue to be "Open for Business" and out 
actively pursuing new business opportunities. 

At U.S. Bank, we will continue to seek every opportunity present in our 
marketplace. 
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Thank you very much for the opportunity to participate in these hearings and 
I look forward to the opportunity to respond to your questions. 
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STATEMENT FOR THE RECORD 
THE FINANCIAL SERVICES ROUNDTABLE 
On 

The U.S. House Committee on Financial Services, and U.S. House 
Committee on Small Business Joint Hearing on 

“Condition of Small Business and Commercial Real Estate Lending in 

Local Markets.” 

February 26, 2010 


The Financial Services Roundtable (“Roundtable”) respectfully offers this 
statement for the record to the U.S. House Committee on Financial Services, and 
U.S. Committee on Small Business joint hearing on “Condition of Small Business 
and Commercial Real Estate Lending in Local Markets.” 

The Financial Services Roundtable represents 100 of the largest integrated 
financial services companies providing banking, insurance, and investment 
products and services to the American consumer. Roundtable member companies 
provide fuel for America's economic engine, accounting directly for S74.7 trillion 
in managed assets, Sl.l trillion in revenue, and 2.3 million jobs. 
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The Roundtable supports Small Business: 

The Small Business Administration (SBA) plays a key role in helping small 
businesses obtain the capital they need to meet their startup challenges, but 
changes are needed to ensure the continued success of SBA’s programs. Targeted 
congressional reforms will encourage business development, spur innovation, 
reduce regulatory barriers, and stimulate and job creation. 

Small businesses are a vital component of the nation’s economic growth and well- 
being. Small businesses have led job formation during previous economic 
recoveries. Access to capital and credit is a critical issue facing small business 
today. As a nation, we must ensure that viable small businesses have access to 
financing so that entrepreneurs can again play a prominent role in leading our 
country’s economic recovery. Enhancing SBA programs will increase 
opportunities for small businesses to access needed capital, maintain and expand 
operations, increase inventory, and most importantly, recruit, train, employ and 
retain quality employees. 

Recommendations to Enhance SBA Lending: 

As the House Financial Services Committee and the House Small Business 
Committee review proposals which aim to increase lending to small businesses, 
the Financial Services Roundtable respectfully requests that you consider our 
recommendations to enhance programs operated by the SBA. 

The Roundtable believes the following recommendations, if implemented, will 
immediately strengthen SBA programs by encouraging more people to start small 
businesses, increase the flow of capital small businesses, and reduce the 
administrative burden facing small business by providing the necessary flexibility 
to respond to current market conditions. 

• Increase and make permanent the SBA Express loans to $ 1 million and 
increase the guaranty to 75%; 

■ Support funding and extending the SBA fee waiver and the 90% loan 
guarantee program thru December 3 1, 2010; 

■ Decrease capital requirements for loan guaranteed by the SBA; 

■ Allow debt refinancing of conventional real estate loans through 504 
program to enhance credit support for the 504 program; 

■ Raise the caps on both 7(a) and 504 programs to loan amounts of $5 
million; and increase the loan guarantee to 75%; 

■ Increase lending limits on the Microloan program from $35,000 to 
$50,000; 

• Allow preferred lenders to approve Capital Access Program (CAP) 
loans and allow for multi-year approvals rather than year to year; 
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• Reduce turnaround time and increase resources to the Certified Lenders 
Program (CLP); 

■ Update CAP line program to reflect current asset lending guidelines and 
pricing; 

■ Extend Dealer Floor Plan (DFP) and increase the $2 million loan cap; 

■ Request more flexibility in allowing Preferred Lender Program (PLP) 
lenders to refinance their own debt. 

■ Maintain the traditional role of banks in existing SB A programs 


Conclusion: 

The Roundtable encourages each respective committee to review the 
recommendations above, as well other alternative avenues, to help create business 
opportunities through innovative policy solutions that will help create a foundation 
to build a strong and prosperous economy. 
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February 26, 2010 



The Honorable Barney Frank 
Chairman 

Financial Services Committee 
United States Flouse of Representatives 
Washington, D.C. 202515 

The Honorable Nydia Velazquez 
Chairwoman 

Small Business Committee 

United States House of Representatives 

Washington, D.C. 202515 


The Honorable Spencer Bachus 
Ranking Member 
Financial Services Committee 
United States House of Representatives 
Washington D.C. 202515 

The Honorable Sam Graves 

Ranking Member 

Small Business Committee 

United States House of Representatives 

Washington D.C. 202515 


Dear Chairman Frank, Chaiiw'oman Velazquez and Ranking Members Bachus and Graves: 


On behalf of the National Council of Textile Organizations (NCTO) I write in support of H.R. 3380, 
Promoting Lending to America's Small Businesses Act of 2009. fhe textile industry believes that the 
federal government should utilize all authority and available resources to meet the credit and financing 
needs of small and medium manufacturers. 


As you know, businesses have seen credit markets dry up and continue to experience serious 
challenges in securing the financing necessary to continue operations and preserve jobs. The duration 
of the cunrent crisis has impacted virtually all businesses and manufacturers but certain industries have 
been disproportionately affected. The textile industry for example has lost more than 1 1 percent of its 
employees since December 2008. 

Textile manufacturers have export opportunities but many are being forced to forego business 
opportunities due to shortfalls of credit, credit guarantees, and working capital. In many cases we 
understand U.S. textile manufacturers arc losing business to competitors in Asia whoso governments 
have stepped in to provide financing. If the United States is to double its exports as outlined by the 
Obama Administration, the Congress must enact legislation like H.R. 3380 so that business owners 
who are members of credit unions have access to additional credit sources to finance their business 
operations. 

As our economy emerges from one of the most severe recessions since the 1930’s we urge the 
Financial Services and Small Business Committees to explore ail policy options available to assist 
manufacturers rebuild their businesses and hire workers. 



Wally Darnielle 
President 


910 17lh SI., NW . Suite 1020 • Washington, DC 20006 
202-822-8028 • fax: 202-822-8029 • www.ncto.org 



Rick Wieczorek 
President & CEO 

Mid-Atlantic Federal Credit Union 
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House Financial Services Committee/ House Small Business Committee 
February 26, 2010 

“Condition of Small Business and Commercial Real Estate Lending in Local Markets” 


Again, 1 want to thank Chairwoman Velazquez, Chairman Frank, ranking members 
Graves and Bachus and the members of the House Financial Services and Small Business 
Committees for the opportunity to testify last week about the ways I believe credit unions 
can help restore the flow of credit to American small businesses. 

I would like to expand and clarify my response to the question Chairwoman Velazquez 
asked me about President Obama’s proposal to create a new $30 billion fund using 
Troubled Asset Relief Program (TARP) monies to infuse community banks with capital. 
It is my understanding that the Administration believes this would encourage additional 
small business lending by offering lower dividend payments on the fund. 

To be clear, I was not suggesting that Mid-Atlantic Federal Credit Union or other credit 
unions want to receive TARP funds, whether it be from the President’s recent proposal or 
otherwise. Credit unions have capital available for additional small business lending. The 
stumbling block in helping small businesses to access funds, as outlined in my testimony, 
is the arbitrary cap of 12.25 % of assets that credit unions are subject to with regard to 
member-business lending. I strongly support the passage of H.R. 3380, the Promoting 
Lending to America’s Small Business Act of 2009, which would raise the member 
business lending cap to 25%. This legislation would also raise the definition of what 
constitutes a member business loan from $50,000 to $250,000. It’s worth noting that this 
proposal would not cost the taxpayer a dime, and would help small business owners 
obtain the credit they need to keep our fragile economy growing at a time of uncertainty 
and high unemployment. 

In short, if Congress were to move ahead with the President’s proposal to infuse 
community banks with capital bom from TARP funds, 1 believe it should be coupled and 
moved in tandem with relief from the arbitrary member business lending cap for credit 
unions. 

If Congress were to create a new hypothetical program not tied to TARP funds or 
government capital infusions (and the regulatory restrictions that come with them) to 
promote small business lending, 1 think it would be important to be designed in such a 
way that credit unions could be included, and my answer was meant to infer that my 
credit union would be interested in looking at such a program. As our members lose 
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additional sources of business funding, they are turning to us more and more to be a 
solution to their small business needs and we want to do everything we can to serve them 
and meet their needs. 

Please do not hesitate to contact me should members of the committees have any 
additional questions about my testimony before Congress or this supplemental statement. 


o 



